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Examination in Auditing 


NOVEMBER 16, 1922, 9 A. M. to 12.30 P. M. 


Answer all questions. 


No. 1. (10 points) : 
Define and state the scope of a 


(a) Balance-sheet audit, 
(b) Complete audit, 

(c) Continuous audit, 
(d) Special examination. 


No. 2. (10 points) : 

Give, without figures, the form of profit-and-loss statement 
for a mercantile corporation as suggested by the federal reserve 
board. 


No. 3. (10 points) : 

Give, without figures, the form of an income and expense 
statement of a stock-broker showing titles of accounts you 
would expect to find. 


No. 4. (10 points) : 
Define and give examples of 


(a) Tangible assets, 
Intangible assets, 
c) Fixed assets, 
(d) Current assets. 
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No. 5. (10 points) : 

In auditing the annual statement of the town of X you 
find all the following items of receipts stated under the general 
head of “Revenues”. 


. Taxes received. 

. Loan from the National Bank of X. 

. Dog licenses. 

. Municipal court fines. 

. Bequest from the estate of A to establish a town library. 

. Street assessments collected from owners of abutting property. 
. Permits for parades. 

Sale of worn-out equipment. 

; ne uae of balance from street opening to street cleaning 


10. Deposit by B to cover cost of extra sewer connection. 

1l. Interest on bank deposits. 

12. Donation from C toward street repairs. 

18. Annual payment under franchise by X Street Railway 
Company. 

14. Fees from town clerk turned in. 

15. Rent of city dock to steam-boat company. 

16. Assessments on members of police force for pension fund. 

17. tanta) from B balance of cost of extra sewer connection 

see 

18. Newsstand privilege in town hall. 

19. Proceeds of paving bonds sold at 110. 

20. State grant for up-keep of portion of state highway included 
within the town limits. 


Re-state the above items to show the true revenue of the 
town, with titles of proper accounts to be credited, and indicate 
how the other items should be shown or treated. 


No. 6. (10 points) : 
State in detail the proper method of verifying securities 
owned which are carried as quick assets. 


No. 7. (10 points) : 

In the audit of the books and accounts of the U. S. Corpora- 
tion for the fiscal year ending June 30, 1922, you find that the 
cashbook consists of a loose-leaf record, typewritten in duplicate. 
The original sheets which comprise the treasurer’s records are 
given to you for purposes of the audit. The duplicate payment 
sheets go to the accounts payable department, and the duplicate 
receivable sheets to the accounts receivable department. 

State specifically how you would ascertain in your veri- 
fication of cash that these cash records were real. 
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No. 8. (10 points) : 

The A. B. Land Co. buys a tract of land and makes improve- 
ments thereon (streets, side-walks, water and sewer connec- 
tions, etc.) at a total cost of $50,000, its entire capital. To keep 
the property restricted it does not sell its lots but disposes of 
them all in its first year on ninety-nine year leases for flat sums 
aggregating $100,000, and a nominal rental of $10 a year per 
lot to cover water and other service. Current expenses just 
consumed the nominal rentals for the first year. Then the com- 
pany declares a dividend to its stockholders of $90,000. and its 
balance-sheet at the close of the first year shows 


ASSETS LIABILITIES 
Land and improvements ,000 Capital stock .......... $50,000 
$60,000 $60,000 


Is this correct accounting procedure or not? Give reasons. 


No. 9. (10 points) : 

On December 31, 1921, Mr. A was living with his wife and 
two children under 18; his net income for 1921 was $6,000. Mr. 
B was divorced from his wife in November, 1921, but he still 
maintained his home and supported his two children there, both 
under 18; his net income was $2,800. Mr. C was living with 
his wife and one child at home, and had another child away at 
a boarding-school, both children under 18. His net income 
was $3,000. 

State the amounts of credits for personal and dependent 
exemption to which A, B, and C are respectively entitled in 
their income-tax returns. 


No. 10. (10 points) : 

A purchased property in 1910 at a cost of $10,000. Its 
fair market value on March 31, 1913, was $3,000. He sold it 
in 1921 for $5,000. 

What amount, if any, of gain or loss should A return for 
income tax? Give reason. 
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Examination in Accounting Theory and Practice 
PART I 


NOVEMBER 16, 1922, 1 P. M. to 6 P. M. 


The candidate must answer the first three questions and two 
other questions. 


No. 1. (23 points) : 
Following is the balance-sheet of the Olympic Manufactur- 
ing Company at August 31, 1922: 


ASSETS 
Fixed Assets: 
Land and buildings: 
Less reserve for depreciation ... 6,000.00 24,000.00 ........ ..sseee 
$32,000.00 
500.00 
Permanent Investments: 
Stock of the Oak Knoll Co. (80%) ........  ssseeees 45,000.00 ........ 
Advances to Oak Knoll Company 
000.00 
Current Assets: 
Inventories : 
24,500.00 
Accrued interest on notes 
Less reserve for bad debts .... ........ 
28,150.09 
$59,365.00 
Deferred Charges: 


60. 
$186,330.00 
404 
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LIABILITIES 

Fixed Liabilities: 

Mortgage on land & buildings... ........ $15,000.00 

Current Liabilities: 

Accrued interest on mortgage ... 

Accrued interest on notes payable ........  ........ 
$76,240.00 

Capital: 

Reserve for working capital ... ........ 10,000.00 ........ 
$95,090.00 
$186,330.00 


The Oak Knoll Company has gone into the hands of a re- 
ceiver with prospects of paying its creditors at the rate of thirty 
cents on the dollar. The Olympic Manufacturing Company is 
thereby embarrassed financially, and its creditors call for a 
statement of affairs and a deficiency account, which you are 
asked to prepare. 


ApDITIONAL INFORMATION AS To ASSET VALUES, ETc. 


Estimated 
Value 
Notes receivable and interest—all good 
Accounts receivable 
$13,000.00 13,000.00 
7,400.00 
28,400.00 
Cathe... 625.00 


Deferred charges—ro value. 


The notes-payable account represents four notes, as follows: 


Note for $3,000.00 with accrued interest of $50.00 secured 
by notes receivable of $4,000.00 on which $40.00 inter- 
est has accrued. 
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Note for $25,000.00 with accrued interest of $200.00. The 
holder of this note also holds the Oak Knoll stock as 
collateral. 

Note for $8,000.00 secured by notes receivable of $1,000.00 
on which $30.00 interest has accrued, and by ware- 
house receipts for raw material having a book value 
of $4,000.00 and an estimated realizable value of 
$3,800.00. 

Note for $4,000.00 unsecured. 


No. 2. (16 points) : 
Following are the balance-sheets of the Alhambra Trading 
Company at stated dates: 


Assets Dec.31 Dec. 31 
é 1920 1921 
Delivery equipment ...........cceccccecees 900.00 700.00 
Merchandise inventory 7,500.00 8,650.00 
Accounts receivable 3,200.00 2,400.00 
$23,275.00 $25,655.00 
LIABILITIES 
Reserve for depreciation—building ........ 600.00 750.00 
$23,275.00 $25,655.00 
The statement of surplus appears as follows: 
Balance—December 81, 1920 $1,355.00 

$5,270.00 

Deduct: Stock dividend ..................- $500.00 
Balance: December 31, 1921................ $3,770.00 

Depreciation was provided during the year as follows: 
Building (credited to reserve) ..........-.2eeeeeeeeee $400.00 
Delivery equipment (asset written down)............. 300.00 
Store fixtures (asset written down)................+5 200.00 


A new roof was put on the building and other extraordinary 
repairs were made at a total cost of $250.00 and charged to the 
reserve for depreciation. 
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The mortgage notes are due serially, in annual amounts of 
$1,000.00. 


Prepare a statement of application of funds. 


No. 3. (17 points) : 

A and B entered into partnership on April 1, 1922, invest- 
ing $20,000 and $10,000 respectively. It was agreed that each 
partner should have the privilege of withdrawing $200.00 per 
month ; these amounts were to be considered salaries and treated 
as an expense of the business. If either partner drew more 
than $200.00 during any month the excess over $200.00 was to 
be charged to his capital account at the end of the month. If 
he drew less than $200.00 the difference was to be credited 
to his capital account. Profits were to be divided in the average 
capital ratio. 


At September 30, 1922, the business was sold for $30,000 
and you are asked to determine how this money should be 
divided. The capital accounts of the two partners appear as 
follows : 


“ 
200.00 
150.00 
September 30 ..... 50.00 
200. 
September 30 ........ 75.00 


All entries in the capital accounts after April 1st represent 
differences between monthly salaries and actual:monthly drawings. 


No. 4. (22 points) : 

On January 1, 1922, a concern dealing in a single com- 
modity, had an inventory of merchandise which cost $20,000.00. 
The goods were marked to sell at 125% of cost and all subse- 
quent purchases during the six months ending June 30, 1922, 
were marked at the same rate. 
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The selling price of the inventory at June 30, 1922, was 
$24,000.00. Purchases and sales by months were: 


Purchases Sales 
(cost) (selling price) 
9,000.00 9,500.00 


Compute estimated inventories at cost price at the end of 
each of the six months. 

Compute the rate of turnover for the six months’ period 
using, 


(a) the January Ist and June 30th inventories. 
(b) all of the inventories. 


State which method gives the more accurate results. 


No. 5. (22 points) : 

A corporation issues $500,000 of stock and $300,000 of 
bonds, and purchases a mine at a cost of $400,000. Careful 
estimates indicate that the mine contains 2,000,000 tons of ore, 
and the operating charge for depletion is computed on the basis 
of this tonnage, calculated at 20 cents per ton. 

The officers of the company, after considering the possi- 
bility of an over-estimate in the tonnage, decide to create an 
additional reserve at the rate of five cents per ton mined. This 
conservative provision is not to affect the operating profits. 

The agreement with the bondholders provides that annual 
sinking-fund contributions shall be made at the rate of thirty 
cents per ton mined during the year, and that a sinking fund 
reserve shall be created on the same basis. 

At the close of the first year, and before making any of 
the reserve provisions indicated above, the profit-and-loss account 
shows a credit balance of $165,000. No consideration has been 
given to depletion. The quantities mined may be tabulated as 
follows : 


Used in operations........ 10,006 “ 
250,000 “ 


Contributions totaling $50,000 have been made to the sink- 
ing-fund trustee. 
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Make journal entries to close the profit-and-loss account, 
and to set up the reserves. 


Set out all known facts in balance-sheet form. 
State what amount is legally available for dividends. 


ACTUARIAL 
No. 6. (22 points) : 

Fred Humiston left a will in which he directed that the 
income from his estate should be paid to his widow and that 
the principal should be held in trust for a grandson. He also 
stipulated that the corpus should not be impaired by the pur- 
chase of bonds by the trustee at a premium and directed that 
such premiums paid by the trustee should be amortized. 


Humiston died on April 1, 1920. The estate contained five 
$1,000 bonds of the XYZ Company, bearing 6% interest pay- 
able July 1st and January Ist. The bonds were due on July 1, 
1925, and were inventoried at 104%. 

On July 1, 1920, the trustee purchased five more of the 
same bonds on a 5% basis. 

Compute the price paid by the trustee for the bonds. The 


present value of $1 due 10 periods hence at 244% is $.781198402. 
Prepare a statement showing the income payable to the 


widow on July 1, 1920, January 1, 1921, and July 1, 1921. 


Examination in Commercial Law 


NOVEMBER 17, 1922, 9 A. M. to 12.30 P. M. 


Give reasons for all answers. 
NEGOTIABLE INSTRUMENTS, 
Answer three of the following four questions: 
No. 1. (10 points) : 
Is the following a negotiable instrument? 
“New York, June 1, 1921. 

I hereby certify that James K. Sloane has deposited 
with me Five Hundred Dollars which I promise to pay 
to his order on demand with interest from date on the 
return to me of this instrument and of my guarantee 
for the note for Five Hundred Dollars dated June 1, 
1921, made by said James K. Sloane to Thomas J. Smith. 

(Signed) Edward F. Wilson”. 
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No. 2. (10 points) : 

How would you protect yourself against the danger in- 
volved in the loss of a negotiable instrument endorsed in blank 
received by you in due course of business? 

No. 3. (10 points) : 
What is a “notice of dishonor” and what is its purpose? 


No. 4. (10 points) : 
What is an “accommodation party” to a negotiable instru- 
ment and what is his liability? 


CONTRACTS 
Answer two of the following three questions: 
No. 5. (10 points) : 
A leased to B a wooden structure in the city of Rochester, 
New York, for a period of ten years. The lease contained an 
agreement on the part of A that in case the structure burned 


during the term of the lease, A would rebuild it for B’s 
occupancy with all possible diligence. After about three years 


the building was destroyed by fire. Meanwhile the city, by an 
ordinance, had extended its fire limits so as to embrace the 
property in question, the erection of wooden buildings being 
prohibited. B sued A for his failure and refusal to rebuild the 
structure. Could he recover? 
No. 6. (10 points) : 

What general rule of contract law is embraced in the term 
“caveat emptor”? 
No. 7. (10 points) : 

Under the uniform sales act, what are the remedies of the 
seller when the buyer refuses to accept the goods contracted to 
be sold? 


PARTNERSHIP 
Answer one of the following two questions: 


No. 8. (10 points) : 

A and B were partners in the hardware business. B, be- 
cause of illness, was prevented from attending business for a 
period of several months, thereby throwing the burden of con- 
ducting the affairs of the copartnership entirely upon A. After 
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B’s recovery A demanded compensation at the rate of $40.00 per 
week for the extra work which he was compelled to do. Upon 
B’s refusal to comply with the demand the partnership was 
ended and A sought to recover the amount demanded by suit. 
Could he succeed? 


No. 9. (10 points) : 

Smith, Howe & Rogers were partners engaged in the dry- 
goods business. Smith and Rogers advocated the establishment 
in their store of a department for the sale of groceries and sim- 
ilar articles. Howe opposed the plan. Could Smith and Rogers 
overrule Howe’s objection and, as the majority partners, pro- 
ceed with their plan? 


CORPORATIONS 
Answer both the following questions: 
No. 10. (10 points) : 


The A. B. Corporation in the year 1921 made net profits 


of $50,000. or sufficient for a dividend of five per cent. on its 
stock. No dividend was declared however, and X, a stock- 


holder, sued the corporation for a sum equivalent to five per 
cent. on the stock held by him. Can he recover? 


No. 11. (10 points) : 
How are shares of stock of a corporation transferred? 


BANKRUPTCY 
Answer one of the following two questions: 
No. 12. (10 points) : 
What is the object of the bankruptcy law? 
No. 13. (10 points) : 
What is a “composition” in bankrutpcy? 
FEDERAL INCOME TAX 
Answer the following question: 
No. 14. (10 points) : 


What is the basis for determining the gain or loss from a 
sale of property acquired prior to March 1, 1913? 
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Examination in Accounting Theory and Practice 
PART II. 


NOVEMBER 17, 1922, 1 P. M. to 6 P. M. 
The candidate must answer all the following questions: 


No. 1. (27 points) : 

The XYZ Chemical Company manufactures one main prod- 
uct only, known as “Saltero”, and a by-product, known as 
“Scrapto.” 

From the following information, calculate the profit per 
ton (2,000 lbs.) of Saltero on every ton sold: ; 

Saltero sells for $600.00 per ton. The selling and adminis- 
tration charges are 20% of the selling price. This product is 
made from three ingredients, N, O and P, in the following pro- 
portions and at the following costs: 

N 20% costs $100. per ton 


Handling and storage charges amount to 10% of the cost 
of each ingredient. 

The plant is divided into five manufacturing departments, 
of which A, B, C and D are engaged in the manufacturing of 
Saltero and E in the recovery of the by-product, Scrapto. 

The following table shows the cost of direct labor per ton 
of product handled and the percentage of department factory 


expense to the direct labor: 
Percentage of depart- 


Direct labor mental factory expense 
Department to direct labor 
C Washing & drying....... 15.00 100% 
D Grinding & packing....... 50.00 50% 


General factory expenses that cannot be charged to any 
one department amount to 50% of the total direct labor. 

In department B there is a yield of only 75% of Saltero 
from the tonnage of the ingredients mixed; the other 25% is 
treated in department E and one-half of this 25% is recovered 
as the by-product, Scrapto, the other half being entirely waste. 
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A net profit of $40.00 per ton is made on the sale of Scrapto 
after all expenses of every kind are charged against it. No 
charge is made against Scrapto for the raw material from which 
it is recovered. 


No. 2. (30 points) : 


On January 1, 1915, a company issued $10,000,000, 10 year, 
6% convertible bonds, interest payable semi-annually on July 1st 
and January 1st. The bonds are convertible at 105 and accrued 
interest into capital stock at par (100) and accrued dividends on 
any February 1st or August Ist after 1918, and balances are to 
be adjusted in cash. The stock pays regular quarterly dividends 
of 2% on January 15th, April 15th, July 15th and October 15th, 
respectively. 

The bonds when issued were underwritten at 96 by A, B 
& Co., bankers, and legal, printing and other expenses were in- 
curred, incident to the issue of the bonds, amounting to $100,000, 
which was set up on the books, together with the bond discount, 
as a deferred charge to be amortized over the life of the bonds. 
There is a provision in the trust deed giving the company the 
option of calling for redemption at 105, on any interest date 
after 1918, any part of the bonds then outstanding (in multiples 
of $100,000) with the usual requirements as to due notice, etc. 


On February 1, 1919, $3,000,000. bonds were converted 

On August 1, 1919, $2,000,000. bonds were converted 

On February 1, 1920, $1,000,000. bonds were converted 

On March 1, 1920, $1,000,000. bonds were bought in the open 
market at 104 and accrued interest and thereupon cancelled. 


During April, 1920, $1,000,000 bonds were called for re- 
demption on July 1, 1920, but only $990,000 of the called bonds 
were delivered for redemption on that date and the balance of 
$10,000 was still outstanding at the close of 1921. The July 1, 
1920, coupons were detached from the called bonds redeemed 
and were separately paid. 


(a) Formulate journal entries reflecting the above de- 
scribed transactions with respect to the issue, conversion (Feb- 
ruary 1, 1919, transactions only), purchase and redemption of 
the bonds. Provide for a “bondholders’ conversion clearing” 
account to clear the conversion transactions and give effect, by 
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journal entry, to the cash liquidation of the balances incident 
to those transactions. Also provide for the following accounts: 


“Accrued interest on convertible bonds” 
“Accrued dividends on capital stock” 
“Premium on convertible bonds” 


It is not desired that you set up the above suggested ac- 
counts in ledger form but merely provide for them in your 
journal entries; make a brief explanation of each journal entry, 
commencing with the words, “To record the....” 


(b) State the balance in “unamortized debt discount and 
expense” at the close of 1918, 1919, 1920 and 1921, amplified by 
a summary showing how you have arrived at your answers and 
giving consideration to the propriety of carrying, as a deferred 
charge, that portion of “unamortized debt discount and expense” 
applicable to called bonds unredeemed. Prove the balance at 
the close of 1921 by an independent computation. 


(c) State whether interest should or should not be ac- 
crued after July 1, 1920, on the $10,000 called but unredeemed 
bonds. Would your answer be the same with respect to interest 
on matured bonds outstanding? 


(d) State when and how you would dispose of the “ac- 
crued dividends on capital stock” account and the “premium 
on convertible bonds” account. 


Note: In answering the above questions, take cognizance of years, months 
and half-months and no other periods of time. 


No. 3. (10 points) : 

; Under what conditions is it impossible to set up on the 
general books, before the stock books are closed, the exact amount 

of dividends declared? Assuming these same conditions, is the 

maximum amount payable under the resolution known before 

the stock books are closed? 
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No. 4. (10 points) : 
In auditing the accounts of the M & N Corporation for the 
period ended September 30, 1922, you find the following items: 


5 roy maturing November 1, 1922............ $5,000,000 
B)—Cash on deposit with trustee to meet maturing 

(C)—Bonds maturing April 1, 1940................ 7,500,000 


(D)—Outstanding notes of $300, 000 each, foe under 
wd psoas to purchase for $2,000,000 the 

i which the corporation’s plants are 

pet These notes are of equal amount, 
— serially on February Ist of each 


(E)—A” against ‘the company for damages 
which, in the opinion of the corporation’s at- 
torney, will be settled for $35,000 .......... 50,000 


State how you would show the foregoing items on the 
balance-sheet to which you would certify as of September 30 
(October 1), 1922. 


No. 5. (23 points) : 

You are requested to make an audit of a concern which 
keeps its books on a cash basis and you receive instructions to 
prepare a revised statement of profit-and-loss and surplus for 
the year ended December 31, 1921, and a revised balance-sheet 
as at January 1, 1922, upon an accrued basis. The books of 
the company were closed at the end of each year and had been 
closed for 1921 prior to the commencement of your audit. 

What entries would be necessary to bring the books into 
conformity with your statements, so far as the following insur- 
ance account is concerned? 

What would be the amount of insurance shown on your 
profit-and-loss account and what items, taken from this account, 
would appear on the balance-sheet ? 


INSURANCE ACCOUNT 


1920 Desits 


July 2 Premium on fire insurance policy (build- 
) covering period from 8/1/20 to 
Aug. 15 he ae on fire insurance policy on stock 
f goods — period from 8/1/20 to 
7/81/21 1,800.00 
Sept. 1 Premiums on employees’ fidelity bonds— 
period from 8/1/20 to 7/81/21........ 8,000.00 
Oct. 25 Shortage of R. Jones to be reimbursed by 
Fidelity Insurance Company ......... 900.00 $8,100.00 


a 

By 
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1921 
Feb. 


Mar. 
Apr. 


July 


Aug. 


Dec. 


31 


15 


31 


31 


Premium on liability insurance on trucks 
and salesmen’s autos—8/1/20 to 7/31/21 
Fire insurance on new building during 
construction—3/31/21 to 7/31/21...... 
Additional premium on fire insurance 
(building) due to increased valuation— 
Premium on fire insurance policy (build- 
ing) 7/1/21 to 6/30/22, covering new 
building and increased valuation of old 
Premium on fire insurance policy on stock 
of goods—period 8/1/21 to 7/31/22.... 
Premiums on employees’ fidelity bords— 
Defalcation of P. Smith to be reimbursed 
by Fidelity Insurance Company in 1922 


CREDITS 


Refund due to reduction in rate on fire 
insurance on building—period 12/1/20 

Transfer to profit-and-loss to close out 


Payment by Fidelity Insurance Company, 
reimbursement for loss — R. Jones — 


19,250.00 $20,150.00 


Transfer to profit-and-loss to close out 


Premium on liability insurance on trucks 
and autos — period 8/1/21 to 7/31/22, 
amounting to $4,500.00—had not been 


paid. 


$4,500.00 
7,500.00 


250.00 


1,500.00 
1,400.00 
3,000.00 
2,000.00 $20,150.00 


$ 200.00 


7,900.00 $8,100.00 


900.00 


= 
5 

i 

Aug. 1 

1920 

Dec. 1 

Dec. 81 

1921 

Apr. 15 

Dec. 

1921 
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Importance of Accounting in Gas 
Rate Cases* 


By ArtHur W. TEELE 


When one stops to consider the importance which attaches 
to accounting as one of the instrumentalities in the determination 
of a gas rate case, one is likely first to think of the three main 
questions which must be answered, viz: 


(1) What in the particular circumstances does it cost to 
make and distribute gas? 

(2) What is the amount of capital upon which a fair return 
should be earned by the company? 

(3) What rate of return is the company entitled to receive? 


The last question is one in which accounting plays no part; 
the answer is usually the opinion of either some kind of a 
regulatory commission or some court of competent jurisdiction. 

The first question can be answered by reference to the ac- 
counts, but it will of course require a considerable amount of 
explanatory and supporting testimony to satisfy those who are 
not intimate with the daily procedure in the operations and in 
the accounting. Nevertheless, if the company’s accounts and 
records have been properly kept they can be relied upon to show 
what the cost is to the company. 

The second question may be answered by reference to the 
accounts if it is determined that the capital upon which the return 
is to be calculated shall be fixed at the amount invested by the 
company. If it is to be on any other basis it will become largely 
an engineering problem, in solving which access to the accounts 
and records of the company will be of valuable assistance. Judge 
Learned Hand, in his opinion in the Consolidated Gas Company 
case, said in part in regard to the admissibility of the books of 
account: “Most of the evidence and testimony in the case at bar 
necessarily depended upon the records of the plaintiff contained 
in books of account of all descriptions sypported by vouchers, 
books of original and secondary entry.” 

The acceptance of the company’s accounting records as evi- 
_ dence in the rate cases of the Consolidated Gas Company of New 


*A paper read at the annual meeting of the American Gas Association, Atlantic 
City, October 25, 1922. 
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York and the associated companies, without recourse to com- 
mon-law proof of their correctness, has had the effect of making 


such records more important than ever before; therefore, it is 
very necessary that each transaction shall be accurately recorded 
at the time of its occurrence and the record made so complete in 
all its details that whoever examines it at a subsequent date will 
not be in any doubt as to what actually occurred, but will be con- 
vinced by the very completeness of the story and the support 
given by the underlying documents. 

An old definition of book-keeping is “the science of accurately 
recording business transactions in an orderly and systematic 
fashion so that the results of such transactions may be readily 
determined.” Since the day when that definition was written 
there have been many attempts to prescribe standard systematic 
methods of recording the business of groups or classes of com- 
panies having similar transactions. However, most of these so- 
called standard systems have resulted only in a uniform classifica- 
tion or nomenclature of accounts, so that when one sees the titles 
appearing in balance-sheets, income and profit-and-loss accounts 
and cost statements which have ben prepared from ledger accounts 
set up under such a uniform classification, one infers that the - 
figures are ranged under the titles in accordance with established 
definitions and a common understanding. A classification of 
accounts, by itself, however, does not constitute a uniform system 
of accounting. To produce a system of accounting one must 
first consider the nature of each kind of transaction, and then 
what is to be the initial step in recording each, and then the suc- 
ceeding steps in the order of their occurrence as each transaction 
progresses to its conclusion. This means the classification of the 
transactions into groups, such as the obtaining of materials and 
recording the various steps from the initial requisition, through 
purchase, receipt, storage, distribution for use, consumption and 
payment; the requirement for labor, its engagement, the initial 
and subsequent rates paid, the work performed and the actual 
payment to the laborer and the discharge at the end of service; 
also the outside services employed ordinarily classified as expense ; 
the sale of the product and the necessary steps to ensure the com- 
pany’s collecting in cash, thus completing the cycle of conversion 
from cash outlay to cash income. 
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It would seem that all companies having the same kind of 
transactions could agree on the best procedure to be followed and 
the best standard forms to be adopted and uniform information 
to be recorded on such forms. Difference in volume of business 
is of course one reason why standard forms and rules of pro- 
cedure are not more generally adopted, but this situation is easily 
met by providing standard modifications, as is done by some 
authorities creating condensed classifications of accounts for 
companies doing a smaller volume of business. 


The advantages to be gained by the adoption of standard 
forms and uniform procedure, together with uniform classifica- 
tion of income and expenditure, and uniform cost and income 
statements, are that the integrity of the accounts and the reliance 
upon statements prepared from them is increased many fold and 
a comprehensive comparison of results between periods of time 
or between the operations of different companies may readily be 
made. 

In the rate cases to which I referred the defendants sought 
by every means they could think of to discredit the accounting 
records and the statements prepared from them and put in evi- 
dence. Too much credit cannot be given for the carefully planned 
methods of accounting, and carefully preserved underlying docu- 
ments, not only for one, two or three years, but for many years 
past, which stood the test of the critical examination made by 
those who were using every effort to discredit those records. 


I cannot impress too strongly upon the minds of accounting 
officers the absolute necessity of making the daily records so com- 
plete that whoever in the future may have occasion to examine 
them, whether from a friendly standpoint or otherwise, will not 
be in doubt as to how the conclusions set forth in the entries 
have been reached. The necessity for clearly stated records 
applies particularly to public utilities because the making of rates 
rests so largely upon reliable accounting and engineering informa- 
tion, and even the latter must be incorporated in the accounts. 


I cannot leave this particular point without referring to the 
splendid work in this direction of standard forms and uniform 
procedure which has already been accomplished by the Railway 
Accounting Officers Association. The 1922 edition of their work 
contains 468 pages including standard forms to the number of 
over 200. Of course, the railways have been forced to do this 
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because of the vast number of inter-company transactions, but 
it shows to what extent such uniform methods can go with 
advantage, and they are far from the end. I am also not un- 
mindful of the work which is being undertaken by the National 
Association of Railway and Utilities Commissioners through its 
committee on statistics and accounts who have drafted a uniform 
classification which has been adopted by some eight or nine states 
and is being considered for adoption by many others. The work 
they have performed is along the right line and I am told will be 
followed by a standard form of annual report. When these two 
tasks shall have been successfully accomplished, it seems to me 
essential that their committee should then turn attention to the 
preparation and promulgation of standard forms and rules of 
procedure. 


There are many accounts, particularly those kept by com- 
panies doing both a gas and electric business, which have to be 
distributed between two or more departments or perhaps shared 
by two or more companies. The basis, and the authority for it, 
upon which such a division is made, should be clearly set down 
in a book of permanent record, for it is quite reasonable to expect 
changes in conditions from time to time and therefore justifiable 
changes in division, and unless there is a permanent record pro- 
vided it is too frequently carried in the memory of some indi- 
vidual or committed to a loose sheet of paper that sooner or later 
finds its way into the waste basket. It certainly would be very 
helpful to a witness at a hearing, or to an accounting officer who 
has to explain the division of the account to some unfriendly 
examiner, if a permanent company record could be produced 
bearing evidence that the matters dealt with have had careful and 
systematic consideration and treatment. In making divisions that 
are based upon the conclusions of some one other than the 
accounting officer, that officer should have a clear understanding 
of and agreement with the basis used, so that no embarrassment 
will arise in his explanations. 

One of the most important elements of the accounting, and 
one which will have great influence in establishing the reliability 
of the records, is the manner in dealing with materials and sup- 
plies of all kinds. Companies that do their own meter repairing 
and deal in appliances and also undertake their installation and 
repair have a somewhat more complex problem than one that is 
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limited to the handling of materials for making gas, installing 
and repairing mains and services, repairing plant, etc. From the 
moment when authority is given for purchase down to installa- 
tion, consumption or (if a sale is made) receipt of cash, the 
recording of each step must be provided for, and the stock records 
of materials received and issued must be so arranged that in- 
ventories can be readily checked and differences satisfactorily 
accounted for. 


The movement of meters and appliances in and out of stock 
rooms, or in and out of repair shops, is not difficult to follow, 
and forms should be provided on which proper records can be 
made; then the physical inventory of these at any time can be 
easily verified or discrepancies reconciled. In pricing these in- 
ventories, however, certain distinctions must be made. The 
meters will probably always be a part of the company’s per- 
manently invested capital and should be taken at cost, and while 
the appliances may be a part of the invested capital and should 
then be similarly valued, it is more likely they will be a part of 
the working or trading capital, and pricing should then follow the 
general rule for merchandise inventories, that is, cost or market, 
whichever is lower. 

Shop inventories, such as pipe, fittings, lead, oakum, etc., 
can be quite readily priced at average cost if stock accounts are 
kept in detail, as they should be, not only to account for the 
materials purchased, but so that the quantities of stock on hand 
can be controlled and requirements anticipated. 


When stocks and inventories of coal and oil are to be dealt 
with there is a somewhat different problem and difficulties arise 
because the inventory in both cases has to be estimated and the 
quantities which are billed at time of purchase are not those 
actually received. The coal that is received was weighed on the 
car at the mine, but has since traveled many miles exposed to the 
elements and in some cases has been subject to rehandling and 
perhaps to pilfering. It is often stored in stock piles in the open 
for long periods and the quantity used is commonly estimated on 
the basis of the average weight contained in the coal buggies 
used. 

Oil is measured at the shipping point and transported in tank 
cars or barges, pumped into storage tanks and used under various 
conditions of temperature and after more or less precipitation 
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of foreign substances to the bottom of storage tanks. The quan- 
tity used is calculated by measuring the quantity in the storage 
tank at regular stated times, the difference between two con- 
secutive measurements giving the quantity used, taking into ac- 
count, of course, any additions to the tank. These determinations 
are made by the works superintendent, or under his directions, 
and it is probably safe to say that every one of them knows that 
sooner or later an adjustment will have to be made when the 
tanks are cleaned out and also is bearing in mind that now and 
then a wild day in the works may have to be taken care of on 
the cost sheet. The quantity purchased is computed and paid for 
on a fixed temperature basis. However, in computing the quan- 
tity used, temperature is seldom taken into account. Meters on 
the generator floor, and sometimes at other points in the feed 
line, furnish measurements which when compared with the cal- 
culations from tank contents give some protection against too 
wide a discrepancy. 

Regular routine in making these measurements and setting 
them down in a systematic fashion in a bound book, so that they 
may be effectually preserved, will go far toward convincing any 
one who has occasion to refer to them that the company en- 
deavored to make true records, and when large adjustments are 
made, if they are fully set forth in such a book, there is not the 
question about them that arises when records of this nature are 
carelessly put on loose sheets with inadequate explanations, 
especially if some of the sheets are missing when the time comes 
for the company to justify its statements. 

If coal can be stored in bins or piled so that lots can be kept 
separated then the stock accounts can be kept to correspond with 
the lots in storage, and as each lot is cleared up the actual differ- 
ence between the billed tons and the issued tons can be adjusted 
with a degree of certainty not obtainable in any other way. 

In some operations credit is taken for residuals as pro- 
duced ; in others only as they are disposed of. In the first case, 
of course, inventories have to be taken into account and these 
must be estimates based upon tank measurements, giving probably 
as accurate statement as any method that could be adopted. The 
important point is that whatever reports of measurement or cal- 
culations are made they should be carefully dated and signed by 
the man who makes them, and if he has no official authority they 
should subsequently be approved by some one with such authority. 

422 


\ 
> 


Importance of Accounting in Gas Rate Cases 


Other gas-making materials and purification supplies are of 
such small amount that they are relatively of slight importance; 
however, the company accountant whose records are not what 
they should be would better put his house in order in the small 
matters as well as the large ones, for a clever opponent may find 
the weak spot and use the opportunity in an effort to discredit 
something he knows he cannot otherwise disturb. 

When one considers what are the best records to substantiate 
the expenditure for labor, it will be found very necessary to go 
behind the well-prepared and certified payroll which serves only 
to justify the cash payments made by the paymaster. At the 
works there should be kept a record to show for each day the 
attendance or absence of each employee and his occupation, and 
this should be signed daily by the official having jurisdiction over 
them. From this primary record the payroll can be prepared 
and also the statement showing to what account or accounts each 
employee’s time is to be charged. The rates of pay may be set 
down in the primary record or they may only appear on the pay- 
roll, but wherever the initial record is made it should bear the 
signature of the one having authority to fix the rates of pay. 
Where one man works in several different occupations during the 
day or week, so that his time is chargeable to different accounts, 
the record should be clear so that the distribution of the payroll 
when finally made up can be checked against the record at any 
time thereafter. A primary record of attendance, occupation and 
rate of pay is necessary in every department and is particularly 
so in the shops. A daily slip for each man which provides printed 
descriptions of standard jobs performed and can be signed by the 
workman and approved by his foreman forms a basis for both 
payroll and distribution of charges which it is difficult to dispute 
successfully. A record thus made from day to day is infinitely 
more convincing than the strongest testimony based on memory. 

Whenever any of these labor charges are to be made to fixed 
capital accounts, the approval and the signature of the engineer 
having jurisdiction over the work performed should be upon the 
statement of distribution of payroll. When it comes to wages 
of office and sales department there should be some record pro- 
vided wherein the daily attendance can be noted and from which 
the payroll can be prepared, and also the distribution of the 
charges. Here, again, the one in authority should record his 
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approval and signature on the statement showing the distribution 
of charges as well as on the payroll. The company accountant 
should bear in mind that it is primarily a part of his responsibility 
to see that the underlying data, from which the bookkeeping 
entries are to be formulated, are complete and that they bear evi- 
dence on their face of having been before some one having juris- 
diction who approves the record so far made. 

Under an order, effective January 1, 1918, the then public 
service commission for the first district of New York provided 
a uniform method of dealing with so-called fixed capital accounts 
to the end that the capital accounts shall at all times disclose the 
cost of all property in service and also that the cost of property 
retired, whether replaced or not, may be readily ascertained. 
Whatever objections or criticisms may be offered to the detailed 
instructions contained in the order no one can successfully con- 
tend that the accounting records provided are unsound in prin- 
ciple; probably the most vigorous objections arise from those 
whose accounts satisfy their own company officers and where 
information can be obtained when desired by doing a lot of 
digging. The best time to dig is when making the initial entries, 
and the time to make the best analysis is when the current entries 
are coming through and all necessary facts are ascertainable. 
Then if the record as first made is not complete and satisfactory 
those who know and can furnish the necessary information are 
at least get-at-able. Some company accountants have a shyness 
about putting new accounts on the ledger and if specific accounts 
are required by commission regulations the addition of supple- 
mentary accounts may seem disturbing in some cases, but it is 
not necessarily so. If you want to limit the accounts and titles 
to those prescribed there is nothing to prevent arranging your 
ledgers to have as many columns in one account as may be con- 
venient or useful, or you may keep a supplemental record in which 
the prescribed ledger accounts are sub-divided to furnish any 
analysis, and if you post direct from vouchers or journal entries 
it makes little difference whether the account in which the posting 
is to be made is one in one hundred or one in one thousand; but 
when information is wanted it is far easier to look at one account 
and find there in one group the items wanted than it would be 
to search through a ledger account with many various items 
entered in it and have to look at all before being able to select 
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those required. Then, again, the items appearing on the cost sheet 
will not be identical with the prescribed accounts, but it is not 
difficult to sub-divide those accounts by using columns as above 
suggested so that the figures appearing on the monthly cost state- 
ment can be found in the ledger accounts. The accountants for 
the commission, whoever they may be, will not find fault, inas- 
much as whatever information they may require will be easily 
obtained from your records, and, what is of more account, your 
own staff will not be forced to work so many nights of overtime 
when some special report is gotten out to answer some well or ill- 
considered question. Whatever is done with respect to analytical 
ledger accounts, be sure that the vouchers, journal entries or pay- 
rolls from which your postings are made bear the endorsement 
of approval of the officer authorized by the company to approve 
the expenditure, and, if material is received, that the officer or 
employee designated to receive it certifies to its receipt, either 
upon the vendor’s invoice or upon a separate report form, and 
when this material is issued that some one responsible for its use 
knows that it has been issued and gives evidence of it by written 
approval. 

All that I have said with regard to the accounting is really 
along the lines of the procedure which is necessary to the sub- 
stantiation of the accounts. If a prescribed classification is used 
it creates a presumption of a certain order and significance in the 
accounts, but if the accounts are to be finally justified all the 
entries must be supported by full, clear, authoritative, underlying 
documents. 

When accounts are properly built up in accordance with a 
prescribed classification under a regulatory commission, they have 
a significant value to the company making them. If the classifica- 
tion in use were standardized in all states and amplified by the 
adoption of standard rules of procedure and forms, the com- 
panies’ position would be greatly fortified and the public authori- 
ties would have all the more assurance of the integrity and re- 
liability of the results produced, the careful and honest considera- 
tion of which at any time should enable them to determine whether 
or not a revision of rates were necessary. 
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As it is today, the opinion of the supreme court of the United 
States, in the case of the Consolidated Gas Company, says: 

“These books were kept in the ordinary course 

under general supervision of the commission, appeared 

free from suspicion of dishonesty, were submitted to 
appellants’ experts and were the only readily available 

sources of detailed information concerning the com- 

pany’s affairs. In the circumstances we think no harm 

resulted from admitting them as prima facie evidence.” 


Is it not of especial significance that in a given case accounts 
well kept, supported by documentary evidence honestly prepared 
and carefully filed for reference when necessary, not only con- 
vinced the master hearing the case, but also the district judge 
and the highest court in the land, that they could be relied upon? 
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“Why Should We Have a New Federal 
Tax Law?” 


A REPLY 
By Frank W. THORNTON 


In an address before the American Institute of Accountants 
at Chicago, Robert H. Montgomery, who has ably represented 
accountants On many occasions, took occasion harshly to chide 
congress for a large part of the evils which the country endures. 

A congress having the pleasure of a LaFollette always with 
it is unlikely to be unduly sensitive to indiscriminate reproof and 
even if it were sensitive it would hardly care for defense from 
me. But in view of the circumstances of the address and the 
prominence of the speaker it may be desirable to show that not 
all accountants are afflicted with the mental condition which the 
address indicates. 

The whole of the speech seems to be based on the old aristo- 
cratic theory that the law-making body should be made up of 
men of better type than the average of us all, and that they 
should legislate, not as their constituents want, but as their 
superior intelligence directs. I think that is a desirable theory, 
but it is not the theory on which our government is based. 

The first count in the indictment is that the desire for reélec- 
tion is a malignant disease. Probably the great majority of our 
representatives serve out of desire to save the country; their re- 
peated applications to the voters for offices are exhibitions of self- 
sacrifice. Anyway they say so; and they probably feel that their 
continued service is all that saves us from worse things. Mr. 
Montgomery, who is a hardy perennial as an office-holder (not 
paid) in the American Institute of Accountants and its prede- 
cessor, and who has helped the profession immensely thereby, 
should appreciate the high motives which cause the congressmen 
to go on working for the nation. 

Desire for reélection naturally induces a study of the means 
of reélection, among which the greatest is conduct in office 
pleasing to the voters. Where there is no such desire and con- 
sequently no fear of defeat, congressmen are likely to use their 
own discretion rather than represent their constituents. 
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The indictment of congress ther charges that it proceeds 
on the theory that all large profits are illegitimate. A plea of 
guilty must be entered; but that theory is the theory held by the 
great mass of voters which it is the duty of congress to repre- 
sent. In any mixed public assembly an attack on “bloated cor- 
porations” or on “profiteers” is warmly cheered. The American 
people, especially the large mass of relatively ignorant and un- 
thinking men, are for the time being resentful of the propriety 
of others, and congress represents them in duty bound. Then 
why nag congress? Remembering that the vote of Mr. John 
Dempsey, the specialist in face massage, has and in conformity 
with the American theory of government ought to have just as 
great weight as the vote of a Montgomery, and that there are 
many more voters of that type than of the Montgomery type, 
congress would be derelict in its duty if it did not give effect to 
the will of the majority. 

The charge that congressmen are stupid and have not read 
in history what qualities are needed to gain for them “love and 
blind support” seems rather inconsistent with that other charge 
that they are too anxious and too successful in retaining office. 

It is charged that congress has had an enormous output 
of idle talk and needless and hurtful legislation with less than 
one law per year of benefit to business men. It may be so; cer- 
tainly the government regulates nearly everything—nay, what 
with prohibition, milk laws, health laws, food laws, meat inspec- 
tion, the large cold feet of the government are each year more 
firmly planted on our poor stomachs. Would that our feet 
might be planted on quite a different portion of the anatomy 
of the government! But Mr. Montgomery and I are re-action- 
aries, out of line with the general drift of the opinion of Ameri- 
can voters. Congress, on the other hand, does reflect the opinions 
of the voters. 

Almost every association of men in this country wants 
some special restrictive legislation; the barbers want licenses for 
barber shops, public accountants’ societies have been clamoring 
for more restrictions and the K. K. K. wants some. Only labor 
unions object to more restrictive laws, and they want to make 
the restrictions for themselves without submitting to restriction 
of others. 

In the circumstances it is marvellous that congress has so 
far satisfied all the clamoring mouths that its members can se- 
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cure a large measure of that reélection that Mr. Montgomery 
deplores. They must be doing what their constituents want. 

It may be said that voters elect congressmen because of 
party pressure, not on account of personal merit nor because 
of what candidates will do if elected. Indeed, the speaker di- 
gressed from belaboring congress to smite business men, calling 
them political dumbbells and accusing them of blind support 
of party nominees. Yes, but if enough voters to elect a candi- 
date prefer party regularity to every other thing why blame the 
candidates ? 

Then congress is charged with legislating with the intent 
of favoring the idle rich as against the industrious rich, the 
specific ground being the freedom from income tax of certain 
securities in which the idle rich may invest their money. This 
is rather an ingracious charge. Surely the speaker knew that 
the exemption of state and municipal obligations antedates in- 
come taxes, is founded on constitutional provisions and cannot 
be set aside by congress. When Liberty bonds were issued con- 
gress did try to give the small holder an advantage over the 
large one. 

So far as regards the enormity of the tax on business men 
and on prosperous men generally, there can be no argument; - 
but the money is spent for things for which voters clamor. For 
instance, there was ample popular support. for the building, after 
the war, of more ships for the government to run at a loss; and 
now that those ships have made it unprofitable for established 
lines to operate the remedy is another expense—a bonus to ship- 
ping—which is to be added to our other burdens amid general 
rejoicing. 

It was not congress, but popular clamor stimulated by such 
as Mr. Hearst, that prevented the sale of the Leviathan when it 
was costing some sundry millions to care for while idle. Now 
more millions are being spent to refit it, although up to this 
date (October 1st) we are informed that the government does 
not know just what to do with it, but hopes to use it in service 
to Germany or England or somewhere maybe. All this is on 
the demand of the people at large. The vessel is pretty sure to 
run at a heavy loss; why not punish Germany by giving it back? 

The complaint that taxes are assessed especially on success- 
ful business is well founded. We hardly realize how our system 
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looks to others. A highly educated and influential Japanese 
said to me 

“In this country (Japan) we try to tax each person of busi- 
ness enough to!cover the cost to the government of services ren- 
dered to or for him, each paying his way; in your country 
(U. S. A.) the money is taken from those who have made.profits 
to pay for services to those who have made less. It seems to be 
a system suited to a pauper nation.” 

That is exactly what Scotland Neck demands; trade unions, 
farmers, laborers, reformers, all ask for it, although it argues 
little self respect and in the end defeats its own purpose. For, 
while in an emergency a special burden may be laid on busi- 
ness, that burden will be shifted to the consumer if the special 
exaction becomes a systematic impost. We all pay now, directly 
or indirectly, and the form of paying bears the humiliating .ap- 
pearance of pauperism. But the voters wanted it and elected 
congressmen to give it to them. Why blame congress? 

The output of congressional talk is great, as charged; we 
do not have to read it. Mr. Montgomery knows the exasperat- 
ing waste of breath in even a small gathering of C. P. A’s., who 
are, of course, the salt of the earth and models of efficiency. 
Seeing that the obstruction to business arising from garrulity 
increases in geometric rates with the number of talkers, is it 
that surprising that all those congressmen, each with a con- 
stituency to satisfy, manage among them to say many words? 

A “graph” showing the curve of increase of government 
expenditure for the last twenty years indicates that if the present 
rate of increase continues our children will pay all their income 
to the government and then owe some. This is “progress.” We 
live in a progressive age when every one wants something— 
with an appropriation attached—a bonus for ships, or one for 
soldiers, or a commission to regulate prize fighters or an in- 
creased tariff or some blue laws or some censors or an embargo 
on dyes, or a bunch of inspectors to inspect somebody else or a 
navy yard at Canarsie or regulation of the privilege of working 
as a barber or as a certified public accountant; and everybody 
wants somebody else to pay; and as the prosperous are in a 
minority and helpless—well, let them pay. Really, congress is 
holding back the flood as well as could be expected. 

In one way Mr. Montgomery is logical to a degree that he 
probably did not realize; if congress did pass the laws that he 
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wants—I want them, too—there would be no further trouble 
with inordinately prolonged office-holding, for when the voters 
really object to what is done they do act. Remember what they 
did to Wilson. We are in a minority; our quarrel is with the 
lack of perspicacity of the majority, not with congress. Perhaps 
the speaker is a student of the classics; there is a poem called 
“O’Brien” containing these wonderful lines: 


“If I cannot have his life 
Then I'll go and lick his wife 
But I’d rather give the licking to O’Brien.” 


Valuation of Inventories* 
By W. A. Paton” 


It is a commonplace to say that in the case of almost any busi- 
ness enterprise the valuation of the inventory is an extremely 
significant part of the work underlying the preparation of the 
financial statements. The influence of the closing inventory bal- 
ance upon the exhibits of net income and financial condition is of 
such consequence as to call for the most searching scrutiny of 
inventory practices and an insistence upon the use of rational 
and accurate principles and procedures. Particularly in these 
days of serious tax levies upon incomes and profits has the entire 
inventory process become a matter of the utmost importance to 
all concerned. The business man can no longer be satisfied with 
an inventory calculated by the cubic yard, for example, a method 
avowedly favored by a friend of mine in the book business. And 
certainly in present circumstances the accountant cannot possibly 
justify himself in a procedure which permits hours of time to be 
devoted to the finding and correction of small clerical errors in 
the purchases account, for example, and fails to provide for ade- 
quate attention to an inventory valuation running into six or 
seven figures. 

I think all will agree that the problem of pricing the inventory 
has not yet been adequately settled. Any one at all familiar with 
actual conditions must admit that the inventory is usually the most 
dubious figure in the financial statement. It may look very pre- 
cise—for example, $117,632.48—but it usually covers a multitude 
of sins. Frequently the entire process of taking and pricing is full 
of juggling and guess-work and, to cap the climax, a thoroughly 
unreasonable theory or scheme of valuation may be employed. 
In part, I believe, the responsibility for this situation may be 
charged to accountants and others who in constructing and passing 
upon the accounting statements have either ignored the problem 
of valuation or have contented themselves with a nominal ad- 
vocacy of arbitrary and improper valuation devices. It seems 
clear that the fundamental purposes underlying the determina- 
tion of the inventory have not been sufficiently emphasized ; the 
assumptions and implications involved in the various methods and 
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principles which are employed have not been fully perceived and 
assayed ; and undoubtedly too much effort has been expended in 
endeavoring to work out some universal formula or rule, some 
A B C of valuation, which might be safely utilized in every sit- 
uation. 

May I interpolate here a brief statement with respect to the 
accountant’s relation to valuation in general? The crux of ac- 
counting theory and accounting practice, it seems to me, is valua- 
tion. This need not mean that the accountant is obliged to study 
intimately the underlying laws governing the determination of 
market prices. His is a specific and concrete task. The problem 
facing the accountant is that of periodic revaluation—that is, it 
is his business to register the flow of values into the particular 
business enterprise and to follow these values as, attaching to 
manifold structures, commodities, services and rights, they become 
affected by the business process and all attendant circumstances. 
The allocation of the value data of the particular enterprise to 
particular periods of time in terms of the essential statements, 
income-sheet and balance-sheet, is the essence of accounting, and 
this involves revaluation at almost every point. 

I realize that some would challenge the validity of the implica- 
tion that the accountant must actually determine values. It might 
perhaps be urged that this is the function of the engineer, the 
manager or the owner. This is, of course, an unsettled question. 
Nevertheless it seems to me that in substantiating the proposition 
that he is something more than a bookkeeper, something more 
than a recorder, classifier and checker of routine business trans- 
actions, it is precisely in the field of valuation that the accountant 
finds one of his big opportunities. The revaluation of assets for 
the purpose of discovering rational income and balance-sheet 
figures is a task lying distinctly within the province of the ac- 
countant. He cannot draw a single conclusion of fundamental 
significance without valuation. And, further, the process of valu- 
ation is undertaken primarily for the purpose of disclosing the 
very figures the accountant is endeavoring to report. Can it not 
reasonably be said, then, that the actual work of valuation, at least 
in its critical aspects, falls within the realm of the accountant’s 
activities ? 

It is not intended to suggest that to be truly successful the 
accountant must of necessity be an appraiser, must know all about 
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the service lives of various classes of fixed assets, must be an 
adept in weighing or enumerating stock on hand. By all means 
let the engineer or someone else do as much of this work as he 
will. (Even the counting of cash shortly becomes rather mono- 
tonous when the funds belong to someone other than the counter.) 
The accountant’s valuation work lies primarily in planning the 
depreciation policy—recognizing all its assumptions and implica- 
tions with reference to current income, present value, liquid assets, 
replacement expedients, undivided profits, etc.; in supervising in- 
ventory methods and in developing rational devices and rules for 
valuing merchandise and materials; in determining the costs of 
work in process and finished stock on hand; in computing con- 
tractual accruals and preserving the distinction between income 
and capital in the case of bonds and other securities ; in establish- 
ing the immediate value of receivables ; in gauging the significance 
of goodwill and other intangibles. 

But I must return to the particular phase of valuation which is 
supposed to constitute the subject of this paper. And let me hasten 
to limit my topic still further. The treatment of shopwear, ob- 
solescence and related matters will be ignored. There will be no 
consideration of the complexities of costing to obtain work-in- 
process and other manufacturers’ inventories. All reference to 
the serious complication introduced by the changing value of 
money will be avoided. Instead, attention will be directed to a 
few selected theories and devices for valuing or pricing stock on 
hand ; and an attempt will be made to indicate the extent to which 
each has legitimate application. In particular I wish to venture 
a criticism of the familiar rule, “cost or market, whichever is 
lower.” 

The acute stage in the inventory process is pricing or valua- 
tion, and it naturally appears after the sheets covering the physical 
inventory have been prepared. The question then arises: How 
shall these physical data be transmuted into value terms, into dol- 
lars and cents? The first step in its solution in any case would 
seem to be the adoption of a fundamental point of view, a basis 
or a starting-point from which to proceed. Among the welter 
of theories and practices, it seems to me that three main possi- 
bilities may be distinguished: (1) actual cost; (2) replacement 
cost; and (3) selling price. I shall consider each of these in turn. 
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II. 


h In the first place precisely what is the significance of actual 
cost as a basis for the valuation of merchandise on hand? Is it 
a satisfactory test of value, in view of the various purposes in- 
volved? Does actual cost furnish a reasonable foundation upon 
which to exhibit immediate financial position or from which to 
ye compute periodic net income? 

Doubtless most of us would agree that actual cost, as an indica- 
tion of financial condition on a specific date, is not an entirely 
satisfactory basis for valuation, even with respect to current assets. 
Price movements between purchase and inventory dates are quite 
likely to be so striking as to render cost a somewhat dubious rep- 
resentation of true economic standing. Cost may give either too 
| high or too low a figure. But this objection to actual cost as a 
basis for inventory valuation is not decisive, especially in certain 
fields. The balance-sheet, it must be remembered, is bound to 
include figures that involve judgments to some degree. It is only 
ideally that this statement exhibits the true financial condition on 
a specific date. One might indeed go further and say that since~ 
present status in the ultimate sense is inevitably connected with ) 
future events no precise statistical representation of such status — 
is even conceivable. At any rate cost of current goods on hand” 
can hardly be given wholesale condemnation as a balance-sheet 
figure. This is particularly true in certain retail activities where 
selling prices respond slowly to new buying prices. 

No doubt there is a grain of truth in the popular notion that 
the merchant, in the face of declining buying prices, will make a 
desperate effort to market stock on hand before seriously cutting 
selling prices. Similarly, in the case of an advance, goods are not 
always marked up until the old stock is largely worked out. In 
cases where lack of competition and general business inertia make 
this possible, actual cost evidently has a special validity as an ex- 
pression of financial condition. Further, it should be noted that 
the inventory does not always constitute a very large percentage 
of the asset total; and in such circumstances any “airly reasonable 
scheme for valuing the inventory would not result in a serious 
distortion of balance-sheet figures. Still further, it should not 
be forgotten that the balance-sheet is usually prepared as an ex- 
hibit of going-concern values rather than liquidation values. This 
last point requires a word of emphasis. In general—and notwith- 
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standing statements by accountants and textbooks on auditing to 
the contrary—the balance-sheet is not prepared for the sole 
purpose of presenting it to a banker from whom the management 
is seeking a loan. It is a statement designed primarily for the 
guidance of the immediate management and the information of 
the investor; and rules of valuation for balance-sheet purposes 
should be adopted with this in mind. 

Let us turn now to a consideration of the propriety of the 
actual cost basis for valuing inventory with reference to its effect 
upon the income sheet. From this standpoint actual cost has one 
very substantial argument in its favor: it is the only valuation plan 
by which the computation of income may be restricted exclusively 
to sale transactions. In other words, it is the only basis for the 
valuation of inventories which is consistent with the use of the 
sale as the exclusive criterion of revenue. That is, the accountant 
who insists that the sale is the proper evidence of income cannot 
reasonably support any basis for the valuation of inventories other 
than actual literal cost. This argument, of course, is especially 
important in the trading field. In the nature of the case, selling 
is the dominant activity of the wholesaler, retailer or other trader. 
Is not the sale, then, the best gauge of income in this field? Is 
not the sale the significant, climactic transaction for the merchant? 
Some rational, systematic plan for the periodic calculation of in- 
come is needed ; and in this field it would seem that the succession 
of sale events furnishes a guide to the income conclusion that may 
well be rigidly followed. Especially is there reason for this posi- 
tion in view of the fact that in the case of the trader the importance 
of the closing inventory as an element in the computation of a 
rational income figure may be said to outweigh its significance as 
an evidence of present value for balance-sheet purposes. 

But even if we assume that actual cost is a satisfactory general 
basis for the valuation of goods on hand under certain conditions 
there remains the problem of the concrete application of this 
principle. Here serious, indeed well-nigh insurmountable, tech- 
nical difficulties are discovered at once. Unless all the goods on 
hand in a given case have been acquired at a single cost price—a 
condition seldom realized for the yearly period, especially if the 
influence of the initial inventory be considered—the actual cost 
of the stock at the end of the accounting period can only be de- 
termined where it is possible to identify every individual item of 
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the inventory in terms of particular shipments and lots acquired 
and the invoices attaching thereto. In other words, this basis for 
pricing goods on hand cannot be literally applied in practice unless 
it is feasible by means of a system of marking, storing or other- 
wise to preserve the actual cost of every unit. 

In a great many cases, it is perhaps needless to say, this is im- 
possible or inexpedient. The manufacturer, for example, who buys 
hundreds or even thousands of classes of materials and supplies 
at varying prices and in perhaps still more numerous lots finds 
it almost out of the question to discover the actual cost of goods 
on hand at a particular time; and the trader very frequently finds 
himself in a like position. Indeed, the precise determination of 
the actual cost of the inventory following a period of severe price 
fluctuations would be an exceedingly tedious and expensive task 
even in the most favorable circumstances. 

As a result of this situation all sorts of expedients are adopted 
in practice. I think I am safe in saying that more frequently than 
otherwise the inventory at cost, so-called, scarcely approximates 
actual, literal cost. An investigation of inventory practices under- 
taken some time ago by the income-tax unit disclosed the fact that 
although many taxpayers nominally prepare inventories on a cost 
basis this does not indicate the use of any one distinct principle. A 
so-called “cost” inventory may be the result of any one of numer- 
ous interpretations, schemes and devices. Often the figure used 
is simply a guess, an intuitional cost, prepared by an owner or 
manager who is relying upon his general impressions and expe- 
rience. More or less arbitrary adjustments are common. If the 
preliminary calculation does not result in a figure which quite 
suits the fancy of some officer who has a weather-eye open for the 
amount of the federal-tax obligation, for example, a revision may 
be instituted based upon some other method or rule which results 
in a paring off of perhaps many thousands of dollars, the con- 
cluding figure, nevertheless, being labeled “cost.” 

“Let’s put this stuff in at forty cents,” says the owner or other 
person in charge. Thus the problem is too often solved. By sheer 
accident an amount in the neighborhood of actual cost may be 
fixed in this manner. It is more probable, however, that a serious 


element of error will be involved. Especially is this likely to be 


the case if the inventory is composed of remnants of many lots, 
acquired at a considerable range of prices, and includes some stock 
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which has been carried over from preceding periods. A mere 
estimate, in such circumstances, will probably be so strongly tinc- 
tured by impressions derived from current quotations as to give a 
quite inaccurate representation of actual cost. 


Ill. 


Let us now turn for a few moments to a consideration of some 
of the more or less systematic devices and expedients designed to 
discover approximate cost (some reasonable substitute for actual 
cost) which are found in practice. 

First may be mentioned the arithmetical average of invoice 
prices. The use of such a value, in lieu of actual cost, is by no 
means uncommon. In some cases this substitute figure is rather 
carefully worked out by making use of the prices of all lots pur- 
chased during the period, with the price used in valuing the last pre- 
ceding inventory included. In other cases the calculation is restricted 
to the prices of purchases for the period. In others the prices of a 
few supposedly representative lots are averaged. In some in- 
stances the computation is so carelessly handled that the result is 
again little more than an estimate. However the calculation is 
made, all such interpretations of actual cost can be criticized on 
the ground that they ignore the variation in the amounts of the 
different shipments received and hence are almost sure to contain 
a dangerous element of error. In other words, they are based 
upon the assumption that all lots acquired currently are of the 
same amount and that the initial inventory—if its influence is 
recognized at all—is just the equivalent of one of these equal lots. 
This is evidently quite contrary to the actual facts. 

This brings us to a second device or, rather, group of devices. 
In many cases a cost figure to be applied to stock on hand is 
worked out by some sort of a weighted-average method. The 
most reasonable of these schemes involves a combination of initial 
inventory and total purchases with respect to both quantity and 
value. It is sometimes worked out by having both quantity and 
value columns on the ledger page. The periodic value total divided 
by the quantity total gives the weighted average cost per unit to 
be applied to the quantity on hand in determining the inventory 
value. This plan is based upon the assumption that the goods 
utilized, consigned or sold are taken from the various lots re- 
ceived in exact proportion to the initial amounts of these lots or, 
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in other words, that goods on hand are composed of the different 
shipments acquired (including the initial inventory as the first 
lot) in proportion to the quantities thereof ; and its accuracy as a 
device for calculating actual cost evidently depends upon the degree 
of validity attaching to these hypotheses. As a matter of fact we 
know that this postulate is quite unsupported by actual conditions 
in a great majority of cases. Goods are not utilized nor sold in 
precise proportion to the quantities in the various lots received. 
Indeed, a movement of goods in exact conformity with this as- 
sumption would be virtually impossible, as it would mean, strictly 
speaking, that no shipment or lot could ever be completely ex- 
hausted or closed out. Such a situation would be somewhat analo- 
gous to the pancake-batter jar in the college boarding house: at 
least a trace of all preceding lots is included in each inventory. 

There are many variations of this plan. In some cases a 
weighted average with respect to a few large lots is taken. In 
others the effect of the initial inventory is ignored, and the calcu- 
lation is confined to current acquisitions. The so-called “moving” 
average has been advocated and has been employed in some cases. 
This device involves the use of a period for the cost computation 
which is not conterminous with the current accounting period, and 
both very long and very short periods have been proposed. 

The base-cost scheme of pricing, strongly urged by several 
large corporations and definitely repudiated by the income-tax 
unit, gives a kind of long-term or standard cost. An officer of 
one company argued that the proper cost to be employed in valuing 
the minimum or “cushion” inventory of standard raw materials 
was a normal cost determined by taking a rough average of prices 
over a period of twenty years or more. In other cases the average 
price for the two or three years immediately preceding the war 
period was urged as the cost which should be applied to the stand- 
ard volume of inventory. All such schemes have been disallowed 
by the bureau of internal revenue. Even the systematic weighted- 
average method, it may be noted, has been once rejected as a general 
device for tax purposes, although a iater ruling gave the tobacco 
companies permission to continue their use of this method and it 
is quite probable that it may be given a broader endorsement under 
the more liberal terms of article 1583 of regulations 62, recently 
issued. 
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Another plan for the determination of an inventory value on a 
cost basis—a plan which has been widely adopted and is endorsed 
by the treasury department for use in cases where it is not feasible 
to discover actual literal cost—is based upon the assumption that 
goods utilized or sold are always taken from the oldest in stock 
or, in other words, that tie goods on hand consist of the most 
recently acquired lots. To ascertain inventory value by this 
method it would be necessary simply to arrange invoices in a 
chronological sequence and, beginning with the latest, take off both 
quantity and value figures until a quantity total equivalent to the 
physical inventory had been obtained. The corresponding value 
total would constitute the value inventory. (In most cases, of 
course, it would be necessary to divide the amounts of one invoice 
and include only the appropriate parts.) If recent purchases had 
been at all heavy this would commonly mean that the invoices of 
only a few weeks would need to be examined to obtain the in- 
ventory figure. In some cases it would mean the use of essentially 
the latest cost. Where the turnover rate was low, recent pur- 
chases light and price fluctuations substantial, on the other hand, 
the inventory: value resulting from this plan would bear little re- 
lationship to current values. 

It is clear that such a valuation procedure will not ordinarily 
give results which jibe with the actual physical facts. Goods con- 
sumed or sold are often taken from new stock rather than old; 
and probably in no case does withdrawal follow order of receipt 
exactly. Yet this plan is strongly supported by economic princi- 
ples. Unquestionably it is only relatively recent prices that are of 
any interest to the immediate management. In general the only 
cost exercising any marked effect upon selling price in a competi- 
tive market is the immediately potential cost. Hence a principle of 
valuation which gives results which are not widely inconsistent 
with current market conditions is much to be desired. 

This method of pricing inventory deserves serious considera- 
tion by business managements and accountants. It may be recom- 
mended for three principal reasons. First, by this means the in- 
ventory value is drawn from the actual records in a simple and 
systematic way, all guessing and uncertainty being eliminated. 
Second, as already stated the method is at least roughly in har- 
mony with sound economic and business principles in that the in- 
ventory value so derived is commonly a fair representation of cur- 
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rent commercial values. Third, it is based upon a definite and 
rational assumption with respect to the movement of goods through 
the business enterprise, an assumption which might well be vali- 
dated as closely as possible as a matter of good business. (In 
other words, in general it would pay the merchant to close out the 
older stock first.) 

With this brief statement of the common interpretations of 
cost as a basis we may now appraise the validity of this general 
principle of valuing inventory. In the first place, it should be 
roundly emphasized that actual, literal cost has a limited applica- 
tion in practice and that most “cost” inventories, so-called, are 
based upon cost in a mainly nominal sense. In the second place, 
it must be remembered that the various schemes and devices em- 
ployed are almost certain to give quite divergent results. In other 
words, “cost” inventories in practice are far from homogeneous ; 
the nature of the amount finally obtained in any case will depend 
essentially upon the method used to obtain cost. In these circum- 
stances it would seem reasonable to conclude that actual cost is a 
fairly satisfactory basis for valuing inventories in the trading field, 
provided it is feasible, by means of price marks or some other 
system of identification, to ascertain this value. Further, where it 
is not expedient to determine actual cost the most satisfactory sub- 
stitute is the cost of the most recent acquisitions up to the amount 
of the physical inventory. In view of the fact that the task of 
pricing an inventory on an actual cost basis is likely to be very 
tedious in any case one might urge, as a practical matter, that this 
substitute is to be preferred even where it is possible to determine 
actual cost. 

IV. 

Replacement cost is the second main basis for the valuation of 
inventories which was mentioned above. This principle of valua- 
tion, I believe, deserves more favorable consideration than it has 
thus far received. It is not a strictly orthodox principle, many 
accountants considering it to be quite unsound from a practical 
standpoint. The main objection seems to be that the consistent use 
of replacement cost as a basis for inventory valuation is bound to 
mean—in a period of rising prices—the recognition of income 
prior to actual sale—unrealized profit, so-called. It should be in- 
sisted, however, that this single objection does not justify a com- 
plete repudiation of replacement cost as a useful valuation expe- 
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dient. Business conditions are highly complex and varied; and 
there are some situations in which this basis for valuation is dis- 
tinctly applicable. It seems to me that the proposition that such a 
scheme may involve the recognition of a minor income element is 
largely pointless. This objection, so often urged by accountants, 
is an illustration of the fact that supposedly practical men are often 
prone to out-theorize the academicians. The inventory is only one 
element in the income calculation; some consistent and reasonable 
plan for valuing it must be worked out ; the use of replacement cost 
in certain cases would not mean the repudiation of the sale as the 
primary income transaction. 

Three principal points may be urged in support of this theory 
of valuation as applied to inventories. First, it is more logical 
than the actual-cost plan—or most of the proposed substitutes 
therefor—since it avoids attaching different prices to identical 
goods existing concurrently in a particular situation, and thus does 
not violate the law of single price. Second, it conforms exactly 
to the theory already mentioned that replacement cost is the only 
cost having significant effect upon selling prices in the long run 
and hence is the only cost having real meaning for the manage- 
ment. Third, it can be put into effect with a minimum of clerical 
effort; it gives the simplest possible method of pricing the inven- 
tory. A fourth important reason might be added, namely, that re- 
placement cost is undoubtedly the most satisfactory evidence of 
financial condition for balance-sheet purposes. 

Of these arguments the second and third are doubtless the 
more important. In all business situations in which selling prices 
move freely in response to changing cost prices—and this. is es- 
pecially true in wholesaling and in certain manufacturing—values 
based upon current costs are certainly more significant to the man- 
agement than values which represent actual costs, provided, of 
course, that the two happen to be markedly divergent. In such 
circumstances replacement cost undoubtedly is the best expression 
of the significance of the inventory from the operating standpoint ; 
it gives the more reasonable indication of the effective working 
capital tied up in the inventory. Consequently more rational con- 
clusions rnay be drawn from current replacement costs than from 
earlier cost figures in planning production and sales policies. There 
is a good deal of evidence that even in retailing selling prices 
fluctuate in closer conformity to current replacement costs than 
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popular opinion admits. In many lines any material reduction in 
wholesale prices forces an immediate and more or less correspond- 
ing drop in retail prices ; and an advance in wholesale prices, sim- 
ilarly, results in an immediate mark-up by the retailer. 

From a practical standpoint, however, the simplicity of replace- 
ment cost as a basis for pricing inventory is probably the principal 
advantage inhering in this plan. Replacement cost, as a rule, is a 
definite and unmistakable figure. One cannot honestly give it al 
sorts of interpretations. The latest trustworthy quotation from the 
regular source of supply in terms of the quantities usually pur- 
chased is the proper replacement cost to use. Multiplying this pri 
with the physical inventory gives the value inventory. Compare 
this process with that which involves the listir.g of virtually every 
item in every class throughout the entire inventory and the calcu- 
lation of the grand total. It would seem reasonable to suggest that 
in the absence of fundamental and conclusive objections the saving 
of clerical labor alone would justify the adoption of replacement 
cost as opposed to actual cost. 

This clerical simplicity is most marked, of course, with 
standard merchandise, materials and supplies. To determine the 
cost of replacement of semi-finished or completed goods in the 
hands of the fabricator is more troublesome. As far as the mate- 
rials element is concerned, the replacement cost of work in process 
or finished stock can be readily calculated by applying the latest 
standard quotations to physical quantities determined from specifi- 
cations or otherwise. The materials replacement cost of such 
goods, indeed, can be ascertained far more readily than the actual 
cost in materials because of the difficulty already mentioned of 
identifying materials put in process in terms of specific invoices. 
Labor cost of replacement could also be readily ascertained if the 
subsidiary records required to determine actual cost were avail- 
able. With respect to overhead or burden, however, the task 
would be more difficult and would, at certain points, involve 
rather fantastic ideas and procedures. The plant and equipment 
depreciation element in burden, for example, could be calculated 
from a cost of replacement standpoint only on the basis of an es- 
timated cost of replacing these fixed assets themselves. Perhaps 
this would give an ideal valuation; but most of us would agree 
that it would be impracticable in any case to push the application 
of replacement cost figures to this extreme. 
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It should be noted that the use of replacement cost would com- 
monly not give results markedly divergent from those obtained by 
using cost interpreted as the cost of the most recent acquisitions 
up to the amount of the inventory. This point is worthy of a 
sharp emphasis in view of the enthusiasm with which some ac- 
countants reject replacement cost as a legitimate valuation prin- 
ciple and yet are quite ready to accept an interpretation of actual 
cost which amounts to about the same thing. The difference be- 
tween these two methods is evidently largely nominal. One in- 
volves adherence to recent invoice records; the other consists of 
the application of the latest legitimate quotation. Usually the re- 
sults of the two procedures will be roughly the same. 

It may be urged that the accountant, in deference to current 
prejudices, should adopt the cost of the most receni purchases up 
to the amount of the inventory as a closing valuation rather than 
its more logical blood-brother, the cost of replacing the stock on 
hand ; and there is little objection to this position. To a degree 
it is a matter of Tweedledum and Tweedledee. But the propriety 
of the other principle should also be admitted. Why need the 
advocacy of a qualified use of replacement cost be counted a 
heresy? In the case of standard raw materials and supplies in 
the hands of the manufacturer at least, the use of this rational 
and easily applied principle would seem to be highly sane and con- 
servative. Here it is seldom feasible to discover exact cost. 
Further, since a more or less complex process intervenes between 
raw materials and sales of finished stock in the case of the manu- 
facturer, a computation of income exclusively and precisely in 
terms of sales need not be insisted upon in such cases. It is clear, 
also, that replacement cost is a thoroughly sound basis for valuing 
the inventory of a dealer in securities, a fact which has just been 
recognized by the bureau of internal revenue in regulations 62. 


I wish now to discuss briefly the popular valuation expedient 
which is a combination of the two main principles which I have 
just examined. This is the use of actual cost or replacement cost, 
whichever is lower. This rule was sponsored as a universal valu- 
ation formula by a committee of accountants reporting to the 
British board of inland revenue in 1917; it has been adopted by 
our own bureau of internal revenue as one of two main alterna- 
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tives; it has been strongly if blindly supported in various text- 
books, trade journals and other publications; and many profes- 
sional accountants endorse it. Nevertheless, I believe that this 
valuation scheme is thoroughly unreasonable and should be dis- 
credited by accountants for reasons which are conclusive from 
both theoretical and practical points of view. 

In the first place, the literal, precise application of this rule is 
almost impossible because of the clerical difficulties and amount 
of work required. Just think what the thing involves! To begin 
with, it means—if it is to be strictly interpreted—that the actual 
cost of each item on hand must first be determined. This, as has 
been indicated, is often an impossible or impracticable task in itself 
and in any case involves almost endless labor. Next the replace- 
ment cost of each class must be ascertained. This is more easily 
done; but it should be emphasized that such technical difficulties 
as do beset the cost of replacement method have all to be dealt 
with here. (This the opponents of the replacement-cost theory 
seem always to forget.) And in the case of work in process and 
finished stock, as was pointed out above, the computation of cost 
of replacement—especially with respect to the burden element— 
is by no means a simple task. Finally, the alternative figures for 
each of the perhaps hundreds or even thousands of classes in the 
inventory must be compared, the lower of the two must be selected 
in each case, and this collection of actual costs and replacement 
costs must be totaled to give the final inventory figure. A more 
involved and absurd method of pricing could hardly be invented. 

Second, and perhaps more important, this rule violates one 
of the fundamental canons of sound acco ntancy, namely, con- 
sistency. Values ascertained in accorda:.:« with this scheme are 
a hodge-podge. This inconsistency is more serious than a casual 
examination of the question reveals. When we come to consider 
the concrete use of this rule in practice it is discovered that it 
cannot, in the very nature of the case, have much real application 
in the terms in which it is usually stated. This fact is due to the 
character of price movements in their effect upon the particular 
enterprise. In general the statement holds that the prices of 
virtually all classes of goods found in the particular inventory 
move in the same direction although perhaps not at the same rate. 
This means that if replacement cost is seriously below actual cost, 
for example, with respect to one important class of the inventory 
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it is very likely to be below cost for all other classes. What, then, 
must be the actual situation with respect to the use of this com- 
bination rule? The answer is clear. The merchant or other busi- 
ness man who is attempting to adhere to the “cost or market, 
whichever is lower” scheme is really merely vacillating from year 
to year between actual cost and replacement cost as bases for in- 
ventory valuation. In one year he uses actual cost; in the very 
next period, perhaps, he shifts to replacement cost, and so on. 
This, it seems clear, is the very antithesis of sound accounting! 
Surely no one can argue that this sort of valuation procedure re- 
sults in a rational distribution of income between years! 

In view of the treasury department’s strong predilection for 
the proposition that each year must stand on its own bottom, and 
its explicit espousal of consistency in inventory practices, its ad- 
mission of “cost or market, whichever is lower” as a valid valua- 
tion principle is almost incomprehensible. Consistency, it should 
be insisted, is probably the primary virtue to be observed in taking 
inventory (especially for tax purposes). Almost any fairly rea- 
sonable rule of valuation, if steadily adhered to, will result in at 
least a moderately satisfactory series of income and balance-sheet 
exhibits. It is the shifting from one basis to another that results 
in an unreasonable distribution of income between years. But to 
date the treasury department has made it rather easy for the tax- 
payer to jump from one expedient to another. Take the eleventh 
hour decisions made in December, 1920, for example, to the ef- 
fect that any taxpayer could—regardless of his past practice— 
value his 1920 closing inventory (materials, work in process—in- 
cluding the burden element therein—or salable merchandise) for 
purposes of his tax return on the basis of the lowest of the three 
(1) actual cost, (2) replacement cost and (3) selling price (or 
the appropriate part thereof in the case of unfinished goods). This 
sort of thing is bound to encourage inconsistent inventory pro- 
cedures. On the other hand, it should be noted that in the regula- 
tions 62 an encouragingly broad and sane attitude has been adopted 
by the government. 

In the third place, the use of actual cost or replacement cost, 
whichever is lower, in valuing inventories does not insure the re- 
striction of the income calculations to sale transactions ; hence this 
device lacks the main virtue which most of its supporters seem to 
be attributing to it. It evidently permits the recognition of losses 
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unrealized by sale. Further, it allows the recognition of income 
unrealized by sale in cases where goods have been held for some 
time and replacement cost, while still below actual cost, has ad- 
vanced beyond the initial inventory figure. 

But, it may be objected, after all this rule is a counsel of con- 
servatism, a valuable expedient in preventing income inflation, ex- 
cessive dividends, etc. In answer to this I would say that it seems 
to me that conservatism in the best sense is never assured by in- 
consistent and unreasonable practices. It would be far more 
rational to take inventory consistently on either a cost or a cost of 
replacement basis, a part of the resulting income being ear-marked 
as a reserve not available for dividend declarations in any year in 
which this was deemed to be advisable. Conservatism does not 
demand arbitrary adjustments of legitimate values from the stand- 
point of the going business. The accountant is not invariably pre- 
senting statements of bankrupt concerns. To insist that inventory 
must be priced on the “cost or market, whichever is lower” plan 
is an admission of incompetence. Why not be consistently con- 
servative? If the accounts receivable are doubtful, pare them to 
the bone; if any merchandise on hand is shopworn, obsolete or 
otherwise impaired, attach liquidation values. But in the case of 
a live stock in the hands of a sound business enterprise why is it 
necessary to adopt an arbitrary expedient which violates logic and 
fundamental canons of good practice? 

These considerations (which might, of course, be greatly elabo- 
rated) warrant the conclusion, I believe, that the “cost or replace- 
ment cost, whichever is lower” rule has no legitimate application 
in any situation in practice and should certainly be discounte- 
nanced by the public accounting profession. 


VI. 


The final valuation base mentioned at the beginning of this 
paper is selling price. Selling value may be used in the inventory 
in two quite different ways. In the first place this value may be 
taken as a starting-point in calculating an inventory in terms of 
what is usually conceded to be a kind of cost value. The treasury 
department, for example, in T. D. 3058 (incorporated substan- 
tially in regulations 62) authorized retail dry-goods dealers to 
value inventory by means of the so-called retail-price method, a 
plan which consists essentially of computing cost of stock by de- 
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ducting a purchase-mark-up percentage from the selling value of 
goods on hand at the date of the inventory. Manufacturers some- 
times make use of the general relationship between periodic burden 
and sales in computing the burden-cost element in work in process 
and finished stock. Selling price is also employed as the best 
starting point available in certain cases where satisfactory costing 
for labor and materials is impossible or inexpedient. A large 
manufacturer of pharmaceutical supplies, for example, who uses 
hundreds of classes of raw materials and turns out over a thou- 
sand distinct products, has for years valued inventory of work in 
process and finished stock by means of a formula designed to 
reduce selling value by estimated costs yet to be incurred plus 
estimated profit. The resulting figure is either cost or more or 
less than cost, depending upon the accuracy with which the es- 
timated profit measures the difference between selling price and 
actual cost (or what, in the case of incompleted work, will prove 
to be actual cost). In the case where list selling prices had been 
recently advanced and the profit percentage used was based on 
earlier experience, the inventory value so computed would be 
likely to express cost of replacement more closely than actual cost. 

The other possible use of selling price as an inventory base is 
its direct application to goods on hand—adjustment having been 
made, of course, for costs yet to be incurred—to obtain the value 
of the inventory. This rule of valuation is, in general, the ac- 
countant’s pet aversion because it is held to involve the recogni- 
tion of anticipated income—unrealized income in the most extreme 
form. Yet it should be emphasized that any sweeping denuncia- 
tion of this principle is unwarranted. It has a recognized applica- 
tion in certain fields, and it is quite possible that it should be ex- 
tended somewhat further. We commonly admit the propriety of 
this rule in the case of finished goods made to order on a binding 
contract, and in cases where the fabrication process is peculiarly 
long—shipbuilding, for example. Further, the treasury depart- 
ment, in permitting farmers to value unsold produce at sales price 
less estimated marketing costs has recognized its validity in an- 
other special situation. It might also be added that the valuation 
of securities at the market can be interpreted as involving the use 
of selling price, since replacement cost and selling value are here 
virtually identical. 
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In general, a rather strong argument may be made in support 
of adjusted selling value as a basis for inventory valuation in all 
cases where the selling activity is a minor incident of the produc- 
tion process requiring no special effort or expense to be taken for 
granted. These conditions clearly obtain in the case of the in- 
ventories of gold producers, to a degree in other mining and to 
some extent in oil production and other extractive industries. With 
respect to all staple products from these fields sale is assured 
without much effort at the going price. It is not necessary to ad- 
vertise, to maintain an extensive selling organization. Produc- 
tion rather than sale is the activity to which all effort is directed. 
Hence it is not unreasonable to value inventories in such a way 
as to involve a calculation of income partly in terms of technical 
completion. 

A farmer, for example, has 5,000 bushels of wheat in his bins. 
What is its reasonable inventory value? Selling price less market- 
ing costs would seem to be the simplest and most valid basis. 
Sale is assured ; no salesmen or selling efforts are required. When- 
ever the farmer wants to market his wheat he simply loads up and 
drives to the nearest elevator. Further, even if it were feasible 
for the farmer to determine specific costs—a well-nigh impossible 
task on any reasonable basis—it should be emphasized that such 
costs would not represent a very satisfactory inventory value for 
unsold produce. Whether the specific farmer’s cost is high or low 
it will not have the slightest effect upon the value of his wheat. 
The price he will get is determined by a multiplicity of factors in a 
world market, the immediately determining element in this case 
being the forces of demand. The influence of specific cost upon 
market value in the particular season is nil; hence cost in such a 
case is of minor significance as an inventory principle. 

Finally, in the case of farming and in some other extractive 
industries, buying price and selling price—as far as the producer 
is concerned—are roughly identical. In other words there is only 
one market which furnishes a fair test of value here. The posi- 
tion of the retailer who intervenes between two distinct markets 
is quite different. Thus selling value has an added significance for 
the farmer or other extractor. 

In concluding these more or less incoherent comments on a 
very broad and difficult subject I would like to emphasize a few 
general considerations. In the first place we surely agree that 
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business conditions are so varied and complex that no single valu- 
ation rule or principle can be relied upon for application to every 
case. Instead, what are needed are many rules, principles and 
methods of procedure, each of which has a particular scope be- 
cause of its propriety in a particular type of situation. We must 
take a broadminded attitude, condemning no rule or principle 
purely on the basis of tradition and prejudice, but testing every 
method primarily on the grounds of reasonableness and expe- 
diency. Further, because of the muddle in which the valuation 
problem stands at present, accountants owe it to themselves and 
to the interests they serve to devote their best efforts to the 
development and formulation of valuation devices and methods of 
procedure suitable in the various fields of business. 

In the second place it is submitted that the three principal 
bases which should be used as starting points in inventory valua- 
tion work are actual costs, replacement cost and selling price. It 
should be recognized that each of these has its place and must not 
be discarded in any summary fashion. It should be further recog- 
nized that exact literal cost, because of the clerical difficulties 
involved in its employment (and for other reasons given above) 
should in general give way either to (1) cost interpreted as the 
cost of the most recent acquisitions up to the amount of the in- 
ventory or (2) outright replacement cost. 

Finally, I would like to reiterate my conviction that the “cost 
or market, whichever is lower,” device is thoroughly unreasonable 
from the practical standpoint and has no place in any scheme of 
scientific accounting. I sincerely hope that the American Insti- 
tute of Accountants, which in its refusal to endorse the inclusion 
of interest on investment as a cost and in other matters has always 
exhibited a steadfast loyalty to sound accounting principles, will 
use its influence to discourage the use of this unsound rule for in- 
ventory valuation. 
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EDITORIAL 


Education or Advertising 


Most of the readers of THE JOURNAL, OF ACCOUNTANCY— 
certainly all those who are members of the American Institute 
of Accountants—are aware that the institute, after consideration 
lasting several years, has now gone on record as opposed to all 
forms of professional advertisement of the individual’s abilities, 
facilities and desire to undertake accounting work, and that at 
the last meeting of the institute a resolution was adopted approv- 
ing a rule of conduct expressive of this determination. 

Since publication of the rule which appeared in the October 
issue of THE JOURNAL OF ACCOUNTANCY, we have received a 
considerable amount of correspondence on the subject, and, as 
was. to have been expected, the writers have given utterance to 
opinions on both sides of the question. We are not, however, 
directly concerned with discussing a matter which has been 
definitely decided. The policy of this magazine for many years 
has been directed to an education of the accountant and the 
general public to the thought that professional advertising in its 
personal application is and must be unethical. 

One of the letters which we have received is, however, of 
more than passing interest, and portions of the correspondence 
with the writer of this letter are worthy of publication. 

Incidentally, it may be mentioned that the correspondent 
firm does not consist of members of the institute, but of practising 
public accountants who are anxious—as we believe all reputable 
practitioners are—to observe the standards enunciated by the 
institute. 

Shortly after publication of the October issue we received a 
letter containing the following paragraphs :— 

“We have read with a great deal of interest the Restriction of 


Advertising editorial appearing in the October number of Tue 
JouRNAL. 
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“We have never solicited any business from any one, and have 
confined our advertising in all newspapers and other publications to 
a card, with the exception of our card appearing on our monthly 
bulletin on taxation and business. We are forwarding you copy of 
our July number, and ask that you notice our advertisement, and 
advise us if this is contrary to the rule of the Institute, as we desire 
to adapt our procedure in all instances in accordance with the ethical 
interpretation of THe JourNAL and the American Institute of Account- 
ants.’ 


In the hope of obtaining an expression of opinion from the 
highest authority on the subject, this letter was referred to the 
chairman of the committee on professional ethics of the American 
Institute of Accountants, who replied to the correspondent as 
follows: 


“Your letter of October 10th addressed to THe JouRNAL OF 
ACCOUNTANCY was sent to me as chairman of the committee on pro- 
fessional ethics of the American Institute of Accountants for reply. 

“Doubtless you are informed about the considerations and the 
discussion which, after many years, led to the adoption of the rule 
to which you refer. While you may have a lively appreciation of the 
abuses which led to the adoption of this rule, you may not have so 
lively an appreciation of the difficulty of finding language in which to 
formulate a rule intended to prohibit unethical practices and at the 
same time permit practices which in themselves may be unobjectionable. 

“Until a larger experience is at hand the chairman of the com- 
mittee is loath to make such specific and concrete reply to your 
question as is called for when you submit your monthly bulletin and 
ask: ‘Does this particular document come within the inhibition of the 
rule?’ My present personal opinion (not official opinion) is that a 
specific answer would largely depend upon the circumstances sur- 
rounding the circulation of this document. Were it used solely ‘for 
the proper and professional dissemination of impersonal information 
among a member’s own clients or personal associates’ the answer 
might be that it was not objectionable and not prohibited by rule 12 
of the rules of professional conduct. If, however, the circulation of 
this bulletin were made the vehicle for promiscuous advertising pub- 
licity, it would, in my opinion, come within the prohibition of the 


ule. 

“After all, professional ethics is not a thing that is altogether 
capable of literal definition, but, as some one very aptly said, it 
is rather a state of mind.” 


The response to the foregoing letter is noteworthy: 

“Thank you for your letter of October 20th replying to letter 
of October 10th in which was submitted copy of a bulletin circulated 
by my firm. 

“The question submitted being: 


‘Does this particular document come within the inhibition of 
the rule’ (Rule 12). 


“You have expressed my views, ‘Professional ethics is rather a 
state of mind.’ May I add, that provided the mind is controlled by , 
a man who is fundamentally a gentleman. 


“The bulletin referred to is distributed only to our clients and . 
Pt ae Association yet on the other hand the object back of 
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the thing was advertising publicity, but not ‘promiscuous advertising 
ey. on with your personal views this bulletin will be 
discontinued as soon as our contract with the printers expires. 

“Thank you for your personal views which are accepted as a 
standard. I wish they would be accepted by all accountants in this 
part of the country, including the members of the institute located in 
this state.” 

One of the first points that appeals to us in the letter last 
quoted is the prompt acquiescence of the correspondent in what 
was merely a suggestion of the chairman of the committee on 
professional ethics. If anything were required to demonstrate 
the influence of the ideals of the institute it would be supplied 
by this recognition of the excellence of the institute’s standards. 

The second point is the very faintly veiled inference that 
some members of the institute do not at all times observe the 
canons of professional ethics. To this, of course, those who are 
familiar with the facts cannot present a complete denial. * We 
believe that there are several members of the imstitute who have 
been and probably continue to be ready to take advantage of a 
literal interpretation of rules by which without infringing the 
strict letter of the law they depart widely frora the spirit of it. 
These things must be admitted in view of the repeated assertion 
of correspondents and others that ethics—we were about to say 
vary, but of course ethics in a profession do not vary—are dif- 
ferently interpreted by individuals. 

And this brings us to the point which we desire to express 
to that portion of the public to which this magazine is carried. 

For about two years past the American Institute of Account- 
ants carefully and quite thoroughly considered the desirability 
or otherwise of undertaking a nation-wide campaign of what has 
been called advertising, publicity, propaganda, educational effort 
and half a dozen other generic terms, all of which have the pos- 
sibility of objectionable connotation. Various plans have been 
suggested for expressing in the most conservative and unobjec- 
tionable way the purposes and accomplishments of the public 
accountant in the United States of America. The matter is still 
in the hands of a committee, and some sort of general plan may 
or may not be adopted. 

It seems to us, however, that there is an opportunity to 
accomplish a great result and lasting benefit if the institute by 
some means can contrive to educate the accounting profession, 
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whether members of the institute or not, to the spirit which 
animates the organization and is responsible for the laying down 
of the twelve rules of conduct which have been adopted. This 
spirit, differently expressed, finds voice in the splendid educa- 
tional efforts which have been made by some of the leaders of 
the profession through the endowment fund (now known as the 
American Institute of Accountants Foundation). We do not 
profess to understand why, but we are aware that many account- 
ants who are proud of their membership in the institute are not 
fully informed of the things which the institute has done, is doing 
and intends to do, although these things have been impressed 
upon them as far as possible by both written and spoken advice. 

It seems to us that a great opportunity is open to the institute 
primarily to educate its own members; secondarily, the rest of 
the profession; thirdly, the general public; and whether a con- 
crete and definite campaign of publicity, or whatever name may 
be applied to it, be undertaken or not, there is no doubt whatever 
that further attempt should be made to bring to the attention and 
consideration of all members the impelling force behind the great 
movements in which the institute is interested. 

With the broad vision which has been manifest from the 
beginning of the institute’s activities and with the assurance of 
continued interest by those who take the larger view, it may 
confidently be predicted that the institute will labor steadily and 
effectively for the betterment of the profession, for more adequate 
preparation of those who are to be public accountants and, directly 
and indirectly, for a higher plane upon which American business 
and professional relations shall be conducted. 

What is needed further is to bring home to the accountants 
themselves what they are, what they may be and what part the 
institute is playing in the grand scheme of things entire. 


454 


° 
iy 
; 
, 
= 


Income-tax Department 


Epitep sy STtePHEN G. Rusk 


Our attention has been arrested on numerous occasions of late by 
the interest that is being evinced by certain individuals and newspapers 
as to the administration by the treasury department of the provisions of 
section 220 of the revenue act of 1921. 

This section, it will be remembered, imposes an additional tax of 25% 
upon income of corporations which permit the accumulation of gains and 
profits beyond the reasonable needs of their business in order to prevent 
the levying of the surtaxes upon their stockholders. It gives the stock- 
holders the option of being taxed upon their proportion of the earnings 
though undistributed, in lieu of the specific additional tax above mentioned. 
Former revenue acts have had provisions of a similar nature but un- 
doubtedly have been found unenforceable, at least we have heard of very 
little action toward the collection of these taxes. 

It appears from the language of the section that a corporation will 
be subjected to this tax if there is evidence that it was formed or availed 
of for the purpose of preventing the imposition of the surtax upon its 
stockholders. Prima facie evidence of such purpose is the fact that it is 
a mere holding company, or that gains or profits are permitted to accu- 
mulate beyond the reasonable needs of the business. 

One can foresee the difficulties the administrative officials will have 
in imposing this tax, and the elaborate statistics that will be prepared by 
the department in order to prove that the accumulated gains are beyond 
the reasonable needs of the business. When consideration is given to the 
power this section of the law places in the hands of the government and 
the extent to which it takes out of private control the management of the 
fiscal policies of corporations, it seems highly probable that upon a test 
being made it will be found impracticable if not unconstitutional. 

In view of the general business conditions now being faced by cor- 
porate management, with the uncertainties of the future to face and the 
need of conserving its resources it will be difficult for the government 
to prove the unreasonableness of the amount of the accumulation in the 
majority of cases. 

The treasury department is being urged to action upon this particular 
tax provision, and question is being raised as to stock dividends declared 
as if the declarations of stock dividends were made to forestall the im- 
position of this tax. 

As to the avoidance of tax under this section by the declaration of 
a stock dividend, we are of the opinion that as a stock dividend has been 
held not to be a distribution of gains and profits, the declaration and 
payment of such a dividend will not prevent the imposition of the tax 
under this section. The fact that unreasonable accumulations of gains 
and profits have been capitalized by the issuance of stock certificates to 
represent them, obviously would not prevent the functioning of this section 
and those advancing this theory do not seem to have taken account of 
the language and intent of these provisions. 
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Question has been raised as to the effective date of this section. 
Some maintain that it is November 23, 1921, the date of the signing of 
the revenue act. Some maintain that its effective date is January 1, 1921, 
the date the other taxing sections became effective. We believe there is 
some question as to which of these dates is the right one, though we 
have thought November 23, 1921, is the effective date. 

Opinions of our readers are solicited upon the provisions of this sec- 
tion of the law. 


(On account of extreme pressure on space in this issue we omit 
publication of any treasury rulings.) 
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Students’ Department 
Epitep sy H. A, Finney. 
FepERAL TAXES AND EmPLoyee’s Bonus. 


When an employee is allowed a bonus based on the net profits, 
the question whether or not federal taxes are to be considered an 
expense to be deducted before determining the net profits subject to 
the bonus should be considered at the time of making the contract, 
and a provision dealing with that question should be inserted in the 
contract. If such a clause is not inserted in the contract the question 
will come up when the bonus is to be computed; the company will 
claim that the tax should be deducted as an expense, the employee will 
claim that the tax should not be deducted, and the dispute will be on. 

The dispute may be arbitrarily settled, compromised or referred 
to some one for arbitration. So far as I know, the person who arbi- 
trates the dispute will have to decide the question on the basis of 
his own opinion. At least, I know of no legal ruling which can be 
considered absolute and final authority. If there is such a ruling I 
hope that some one who reads this will know about it and will refer 
me to it so that the information can be published in a subsequent issue. 

In the July, 1922, Students’ Department, the question of taxes and 
bonus was put by a reader as follows: 


Editor, Students’ Department: 


Sir: “A” was the manager of several departments in a store and had 
an oral agreement with the president that in addition to his salary he 
was to get 10% of the profit of those departments. No data are available 
to show if there was any other qualifying condition as to how the profit 
was to be figured. Now the corporation submits him a statement giving 
the results of the year’s business and in this statement his departments 
have been charged with a proportion of income tax paid to the govern- 
ment. Now the question in my mind is whether this tax paid to the 
government is a fair charge against his departments or if it is proper to 
charge it against surplus, pure and simple. Just what would be the correct 
way to treat this item, and what is the usual way of handling it? 


Very truly yours, 


G. J. P. 
Walla Walla, Washington. 


The published reply to this letter was: 


“A is to receive a percentage of the net profits; the net profits are 
not known until all expenses have been deducted; taxes are an expense; 
therefore it is the opinion of this department that it is proper to deduct 
a portion of the income tax from the profits of the departments in which 
the manager was interested. The mere fact that the expense of taxes is 
computed on the basis of profits before deducting taxes does not change 
the fact that the taxes are an expense. 

“Since the tax is based on profits, the proper way to apportion the tax 
among ithe several departments is on the basis of the profits of the depart- 
ments.” 
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This letter and the reply to it, brought a letter from C. F. Seeger, 
of Atlanta, Georgia, expressing a disagreement with the opinion stated. 
Before quoting the correspondence with Mr. Seeger I should like to 
elaborate the theory underlying my opinion. 

Either the income tax is an expense or it is a division of profits. 
If it is an expense it is deductible in determining the net profit; if it 
is a division of profits it is not deductible. Which is it? 

First, is it a division of profit? The word “profit” is defined in 
Webster’s dictionary as “the advantage or gain resulting to the owner 
of capital from its employment in any undertaking,” and this definition 
is in accord with the business conception of profits. Profits belong 
to the proprietor, partners or stockholders, and only the owners share 
in the distribution of profits. Taxes may be based on profits or, as is 
actually the case, on a concept of the law known as taxable net in- 
come; but the taxes paid to the government are not a distribution of 
the profits of the business, because the government is not a stock- 
holder. The tax is a payment made by the business to the government 
for governmental benefits. Since it is a payment by the business for benefits 
received by the business it is an expense, and the profits of the business are 
not known until expenses have all been deduced and gross profits reduced 
to the figure remaining for distribution among the stockholders. 

Incidentally, it may be noted that this reasoning can be applied 
with equal force to support an argument that the bonus itself should 
be considered an expense before determining the profits subject to the 
bonus; in other words that the computation of the bonus should be 
made by dividing by 100% plus the bonus rate instead of multiplying 
by the bonus rate. But this is not the point at issue here. 

The question and answer quoted above, brought the following 
letter from Mr. Seeger: 


Editor, Students’ Department: 


Sir: On page 65 of the July issue a question in reference to the effect 
of federal taxes upon bonus is considered, and I note that you take the 
position that federal taxes are an expense and therefore deductible in 
determining the manager’s bonus under the agreement set forth in the 

uestion. 

’ If my memory serves me correctly in several decisions the courts have 
criticized very harshly any attempt to consider federal taxes based upon 
profits as an expense. The writer concurs with you to the extent of the 
accounting theory involved, but it is possible to view the position taken 
by the federal courts that under the contract outlined in the question the 
manager was legally entitled to his bonus based upon the profits without 
regard to the amount of federal taxes paid. 

Unquestionably there are many legal phases of the federal tax laws 
which run contrary to good accounting principles; hevertheless we must 
observe court rulings when any contract is in dispute. Irrespective of 
what we may think or believe, good accounting requires a strict com- 
pliance with the legal status of a contract and the best we can do when 
the legal status conflicts with our theory is to disregard the theory and 
comply with the construction which would probably be placed upon a 
contract by the courts. 

I am not unmindful of the fact that court decisions with respect to 
individual contracts cannot be determined in advance of a suit. Of course 
based upon stipulated facts it is frequently possible for attorneys to agree 
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as to the legal situation, and while I may be entirely wrong I am inclined 
to believe, assuming the facts to be stated correctly in the question referred 
to, that a legal opinion would require the calculation of the bonus upon 
the profits without considering the federal tax even though it may not 
be equitable. 

Yours very truly, 


C. F. SEEcer. 


The following reply was written to this letter: 


Dear Sir: It seems to me that it is pertinent to inquire the purpose of 
the cases in which decisions were rendered disallowing taxes as an 
expense. Was the point at issue the determination of net profits or tax- 
able net income? There is of course no question that taxes can not be 
deducted in determining income subject to federal taxes, but I do not 
think that a court decision ruling out an item as an expense in determining 
taxable net income would necessarily be considered a precedent in a case 
brought to decide whether that item should be considered an expense in 
determining net profits subject to a bonus. That is why I should like to 
know just what point was at issue in the cases. 

The point is an important one. If I was wrong in my opinion as 
expressed in the July issue, I certainly want to correct it. But whether 
or not I was wrong depends upon the nature of the cases in which federal 
taxes were held to be non-deductible. If the cases referred to in your 
letter were tax cases where the amount of taxable net income was at 
issue, I do not think that the decisions have any bearing on the question. 
If the cases were brought to settle a point on profits, aside from taxes, 
then they have a bearing. 

If you care to look further into this and report on the character of 
the cases, and if you find that there are cases in which taxes were dis- 
allowed in computing net profit as distinguished from taxable profit, I 
shall be glad to give some space in a future issue to your findings. 


Yours truly, 


The importance of noting the nature of the point at issue in de- 
cided cases may be brought out as follows: Assume that action is 
brought by creditors of a corporation to prove that dividends have 
been paid in excess of profits, and that creditors are therefore entitled 
to recovery. It can scarcely be believed that the defense would admit 
that dividends had been paid in excess of net profits remaining after 
the payment of federal taxes, but not in excess of profits before the 
payment of federal taxes, and hence that the dividends did not exceed 
the profits. The rule that federal taxes are not deductible in com- 
puting taxable net income has no bearing on the ascertainment of 
profits available for dividends. Nor does the editor of this depart- 
ment believe that it has any bearing on the ascertainment of profits 
subject to a bonus. 


To the letter printed above, Mr. Seeger replied as follows: 


Editor, Students’ Department: 

Str: Naturally the case or cases which I recalled related to the deter- 
mination of net income for income and excess-profits tax purposes with the 
exception of one mentioned in Montgomery’s Income Tax Procedure, 
1918, page 302, paragraph headed “Decision Under British Act.” Mr. 
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Montgomery states, “A decision ... illustrates the point that income 

taxes are not an expense.” I desire to also call your attention to page 

301 of the same book on which will be found the following: “If the 50% 

now set apart as the government’s share could be treated as an expense 
it would produce an illogical result.” 

I next call your attention to page 2009, 1-30-22, paragraph 2033, in 
Prentice-Hall Federal Tax Service, volume 1, 1922, “Profit Sharing Con- 
tracts.—It is not unusual for the compensation of an employee to be con- 
tingent upon the amount of profits of the business or of a given depart- 
ment of the business. Unfortunately a great majority of the contracts 
providing for contingent compensation are so worded as to raise the 
question as to whether the compensation is to be based on the profits 
before or after the deductions of the federal income and excess-profits 
tax. The interpretation of a given contract depends, of course, upon its 
wording and the surrounding circumstances.” 

One can hardly conceive of an employee with the ability to manage 
several departments and earn a considerable bonus based upon profits being 
foolhardy enough to take legal issue with his employers over the matter 
of the deductibility of the tax in the determination of the amount of the 
bonus. However, it seems to me in view of the citations which I have 
made above from Montgomery and Prentice-Hall that considering the 
problem exactly as worded you can hardly afford to take the positive 
- that has been taken in the Students’ Department in determining 
the issue. 

I disagree with you as to the relevancy that the construction which 
the courts place upon the tax laws in determining net income in disputed 
tax cases may have upon a question such as the one at issue. There may 
be some question with regard to the construction to be placed upon the 
meaning of net income as compared with profit but both Holmes amd 
Black agree with the following quotation from Black’s fourth edition of 
Income and Other Federal Taxes, page 36, paragraph 30, second sentence, 
namely, “All the acts of congress . . . have associated together the 
words ‘gains,’ ‘profits’ and ‘income’ as descriptive of the subject taxed.” 

In view of the foregoing I hold to the idea that income tax is in no 
sense an expense of business but a share of the profits seized by or 
belonging to the government under due process of law; consequently 
under the arrangements outlined in the problem the firm agreed to pay 
the manager 10% of the profits in addition to his salary as compensation 
for his investment of service, special ability and personal goodwill, if any. 
This would certainly be a legal arrangement and the bonus together with 
the salary an allowable deduction in determining the profits in which the 
government and the firm were entitled to share pro rata. 

There of course could be no objection to the firm and the manager 
making a specific contract whereby income tax was to be considered in 
determining the bonus, in fact the necessity of being specific is recognized 
by Prentice-Hall on the same or subsequent page previously referred to 
where there is submitted a proposed specific clause to be inserted in a 
contract so as to cover this point. Now, it seems logical to me to take 
the position that if in order to remove question it is necessary to insert 
a clause in the contract, in the absence of such a clause the tax can cer- 
tainly not be deducted under the wording of your problem in determining 
the bonus. 

It also seems to me that unless a specific arrangement has been made, 
numerous exceptions might arise and be taken to any plan of apportioning 
the tax to the various departments. For example, the various percentages 
of gross and net profit, relative expenses, etc., as between departments. 
Furthermore, the plan that you outline results in a double taxation under 
the income-tax laws for the manager, which is hardly equitable although 
legal, inasmuch as he stands a part of the taxes assessible against the 
firm and is also subject to income tax himself disregarding exemptions. 
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In conclusion I want to state that I believe several of the pepe | 
firms of accountants, instead of charging income taxes as accrued or pai 
before determining net profits, are carrying net profits to surplus account 
and then charging as a direct item the income taxes against surplus. I 
know this has been done for several years past by one of the large New 
York firms, several of whose partners are on the council and committees 
of the American Institute. This has been in relation to the accounts of 
a large concern in which I am interested. 

Assuring you that the reason for my taking issue with you is in 
order to get the point satisfactorily settled because I feel, like you, that 
it is an important one, and thanking you for your promptness in replying 
to my letter, I remain, 

Yours very truly, 


CuHartes F. SEEGER. 


The paragraph in Montgomery’s Income Tax Procedure, 1918, page 
302, is the following: 


“A decision under the British income oat illustrates the point that 
income taxes are not of the nature of 
“‘A gas company was prohibited by its ne act from paying divi- 
dends to its shareholders above a fixed rate per annum. The company 
claimed to deduct the amount of the income tax from its gross profits 
before paying any dividend and then to pay the dividend in full to the 
shareholders. Held that the company was not entitled to do so, and 
that in arriving at the rate of dividend, the profits ought to be calcu- 
lated as inclusive, and not exclusive, of the amount payable in respect 
of income tax.’” 


To be quite honest about it, the editor of this department does 
not know what this decision means. But it does not seem possible 
that it means a requirement for the corporation to pay a dividend 
equal to the full amount of the profits before deducting the tax, be- 
cause if the company started the year with no surplus, the payment 
of such a dividend would certainly leave it with a deficit at the end 
of the year. 

In quoting from page 301 of the same book by Mr. Montgomery, 
a very important part of the sentence was omitted. The full quota- 
tion is: “If the 50 per cent now set apart as the government's share 
could be treated as an expense by the taxpayer and operate to diminish 
the amount due to the government, it would produce an illogical result.” 
The words in italic are the words omitted by Mr. Seeger; the italic 
is the editor’s. But the point is that this quotation has reference to 
the deductibility of federal taxes in determining taxable net income. 
And it is the contention of the editor that rulings prohibiting the de- 
duction of federal taxes in computing taxable net income do not neces- 
sarily apply to the computation of the real net profit of a corporation. 

The Prentice-Hall Federal Tax Service quotation merely amounts 
to this: It is desirable to insert a clause in the bonus contract stating 
definitely what will be done about federal taxes in determining profits 
subject to the bonus. Mr. Seeger says: “Now, it seems logical to me 
to take the position that if in order to remove question it is necessary 
to insert such a clause in the contract, in the absence of such a clause 
the tax can certainly not be deducted under the wording of your prob- 
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lem in determining the bonus.” That seems to the editor a good deal 
like begging the question. We must get back to the crux of the 
problem: either the tax is an expense or a distribution of profits. 
Now if it is an expense it would be as logical for Mr. Seeger to say 
that no expense could be deducted unless the contract with the employee 
mentioned that expense. Hence the statement that “the tax can cer- 
tainly not be deducted” merely begs the question by assuming that the 
tax is a distribution of profits. 

The editor was not able to obtain a fourth edition of Black’s 
Income and Other Federal Taxes, but in the third edition he found 
a section on gains, profits and income in which much the same idea 
was expressed as in the sentence quoted. But this section dealt with 
the subject only from the tax standpoint. In other words, the quota- 
tion unquestionably means that all the acts of congress (dealing with 
income taxes) have associated together the words “gains,” “profits” 
and “income” as descriptive of the subject taxed. 

Mr. Seeger insists that the construction which the courts place 
upon the tax laws in determining net income in disputed tax cases is 
relevant in determining net income for other purposes. If the rules 
for determining taxable net income are always the same as the rules 
for determining corporate profits for other purposes, the discussion is 
of course closed. But the editor does not believe that this is so. 
One instance has already been cited. The editor can not believe that 
a corporation beginning the year with no surplus, making $40,000.00 
profits before taxes, paying $5,000.00 in taxes, and having $35,000.00 
left, could pay dividends of $40,000.00 without impairing its capital and 
incurring all the risks involved in an impairment of capital by the 
payment of dividends. Now, if the tax law does not apply to the com- 
putation of profits for dividend purposes, what reason is there for be- 
lieving that it applies to the computation of profits for any other pur- 
pose (except taxes) such, for instance, as the computation of profits 
subject to a bonus? 

Now let us look at the question in another and practical light. It 
is probabiy safe to say that prices are determined in a broad way at 
least by considering the amount necessary to obtain in order to pay 
for materials, labor and all other charges and leave a residue for 
profits. It can hardly be doubted that if all business men suddenly 
found that their rents were being enormously increased, prices would 
go up. Similarly, when federal taxes increased, prices went up. But 
they went up so as to provide a larger margin which could absorb the 
taxes and leave profits adequate to pay a return on capital. Of course 
it is not contended that if there were no federal taxes the net profit 
of corporations would be exactly the same as it is now after the 
payment of taxes. But there is at least a conscious tendency to raise 
prices enough to produce a wider margin, so that the deduction and 
payment of taxes will leave the same net profit as before. The busi- 
ness management knows that this larger margin is required in order 
to cover the additional charge, which it considers an expense. Is it 
logical for the employee to contend that this tax is not an expense? 
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That this increased margin necessitated by the tax is all profit and 
insist on a bonus based thereon? ' Is it not more logical for the employee to 
recognize that profits after deduction of taxes are probably approxi- 
mately the same as profits would be if there were no federal tax, so 
that in reality he does not suffer by the deduction of the tax in determin- 
ing the profits subject to the bonus, but would reap an unjustifiable benefit 
by taking his bonus on the profits before deducting the tax? 


Joint VENTURES AND PARTNERSHIPS. 


It is a well-known principle of law that in the absence of an 
express agreement to the contrary partners are assumed to have agreed 
to share profits equally, regardless of their capital investments. A prob- 
lem in joint-venture profits was submitted to this department and a 
solution was printed in the July issue. Two letters have been received 
by the editor maintaining that the assumption as to an equal profit- 
and-loss division does not apply in joint ventures. These letters con- 
tend that in the absence of an express agreement the law assumes that 
profits will be shared in the capital ratio. 

Since receiving these letters the editor has made inquiries among 
attorneys but has been unable to find one who knows of a different 
legal assumption as to profit-sharing by participants in a joint venture. 
The point seems sufficieatly important to justify re-printing the problem 
and solution, together with one of the letters. If the legal assumption 
as to joint-venture profit-sharing differs from the legal assumption as 
to partnership profit-sharing, it is hoped that some reader will furnish 
the editor with citations covering the law, as well as a legal rule for 
determining when a business is to be considered a partnership and 
subject to the legal assumption of an equal division of profits, and 
when it is to be considered a joint venture and subject to some other 
legal assumption as to the division of profits. 


QuestTion.—SuBMITTED By T. W. B. 


A and B purchase an invoice of cotton consisting of 200 bales for 
which they pay $20,000.00. Of this amount A contributes $12,500.00 and 
B contributes $7,500.00. Later C offers $10,000.00 for a one-third interest 
in this invoice, which A and B accept. You are asked to submit figures 
on which to base the distribution of this $10,000.00; so that both A and B 
will receive absolute justice and that they may all continue equally 
interested in the venture. 


ANSWERS.—SuUBMITTED By T. W. B. 
No. 1. 


Withdrawal of original investment by A and B: 


A—withdrawal $12,500.00—$6,666.67— $5,833.33 
B—withdrawal  7,500.00— 6,666.67—= 833.34 


Premium on sale of % interest to C: 
$10,000.00 —$6,666.67—$3,333.33 
A—50% of $8,388.83 $1,666.67 
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Total distribution of $10,000.00 paid by C: 
Capital Premium Total 


833.34 1,666.66 2,500.00 
No. 2. 
Withdrawal of original investment by A and B: 
A—withdrawal (as above) $5,833.33 
B—withdrawal (as above) 833.34 
Premium on sale of % interest to C—$3,333.33 as above. 


Total distribution of $10,000.00 paid by C: 


Capital Premium Total 

cc 833.34 1,250.00 2,083.34 

No. 3. 
Withdrawal of original iavestment by A and B: 

A—withdrawal (as above) ............cseceeeceececese $5,833.33 


Premium on sale of % interest to C—$3,333.33 divided 50 cents 
on each $1.00 withdrawn. 


Total distribution of $10,000.00 paid by C: 
Capital Premium Total 


EDITOR’S COMMENTS IN JULY ISSUE, 


The above problem, submitted by T. W. B., cannot be solved with any 
certainty because there is no statement as to the ratio in which profits are 
to be shared. If profits are shared equally, the first solution is correct. 
If they are shared in the capital ratio, the second solution is correct, In 
the absence of an agreement, partnership profits are shared equally; there- 
fore, in the absence of a stated agreement, the first solution must be 
assumed to be correct. I cannot see that the third solution would be 
correct in any circumstances. 


Editor, Students’ Department: 

Sir: The problem submitted by T. W. B. is a modification of a famous 
C. A. problem abroad. The terms of the problem, as submitted, provide 
that a one-third interest in the venture as started by A and B is sold to 
C for $10,000.00, thus leaving A, B and C at one-third interests respectively. 

Now the absence of an agreement as to the sharing of partnership 
profits and losses would be of no effect in this case, since the thing parted 
with A and B was an interest in their venture—which was to buy and sell, 
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if possible, a certain parcel of cotton. That is, in contemplation of the 
law, the premium or bonus paid by C to secure a one-third interest in 
the venture is not a profit from the venture. The results of the venture 
remain problematical until the cotton is finally disposed of. Therefore, 
“so that both A and B will receive absolute justice and that they may all 
continue equally interested in the venture,” the payment of C should be 
apportioned between A and B on the basis of their original contributions 
but giving consideration to the one-third interest retained by each of them 
respectively. For example: 


Share of capital 
Original capital Capital interest interest contrib- 
contributions retained uted by A& B to C 


A. .$12,500.00 Deduct $6,666.67 (%) $5,833.33 
B.. 7,500.00 (3%) Deduct 6,666.66 (%) 833.34 (1/24) 


$20,000.00 (8/8) $13,333.33 (3%) $6,666.67 (%) 


Hence, since the one-third interest purchased by C is contributed 7/24 
(or seven parts) by A, and 1/24 (or one part) by B, the $10,000.00 should 
be apportioned on the same basis, i. e.: 


Total $10,000.00 


The method of adjusting the capital accounts on the books is obvious. 
This agrees with the results of solution 3, which you totally reject, 
although the detail there is not stated properly. 


Yours truly, 


James SyMINGTON. 
New York. 


To this letter the editor of the Students’ Department replied: 

Dear Sir: I have your very good-natured criticism of my solution to 
the joint-venture problem. Incidentally, I received in the same mail 
another letter taking exactly the same stand which you take. 

Still, I cannot agree with you, although I am willing to be convinced. 
To be convinced, however, I shall have to be shown that the law in regard 
to distribution of joint-venture profits is different from the law in regard 
to the distribution of partnership profits. May I ask pe two questions? 

First, does joint-venture law assume a division of profits in the capital 
ratio, or in the ratio of capital interests sold, instead of equally as in the 
case of partnership law? 

Second, let us assume that the word partnership had been used instead 
of joint venture. A and B are in partnership, dealing in cotton. They 
invested $12,500.00 and $7,500.00 respectively, and e it all into cotton. 
Nothing is said in regard to the sharing of profits. Then the law provides 
that the profits shall be shared equally. Now, in org | C by a transfer 
of $5,833.33 from A’s capital and a transfer of $833.34 from B’s capital, 
a profit of $3,333.33 is made. Where is my logic wrong when I take the 
position that this $3,333.33 is a profit which the partners take now instead 
of waiting to take in the future? If A and B had not admitted C, but had 
waited to take their profits by a sale of the cotton, they would have shared 
the profit in equal parts, in the absence of an agreement. But they do 
admit C and he will get some of the ultimate profit which A and B 
would otherwise have divided equally. Why should they not divide this 
nunc pro tunc profit equally? 
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If I have made a mistake in this solution I do not want to let it go 
uncorrected, and I shall appreciate any citations which will demonstrate 
an error if one exists. 

Yours truly, 


There are really two points at issue here. 

First: Does the law assume that joint-venture profits from opera- 
tions shall be shared in the capital ratio instead of equally? If so, 
this is entirely different from the assumption governing partnerships, 
and it becomes necessary to have well-defined rules by which joint 
ventures and partnerships can be distinguished. 

Second, does one rule govern the distribution of operating profits 
while another rule governs the distribution of profits arising from the 
sale of a capital interest? 

This second question is important because it will be noted that in 
the third solution, which Mr. Symington contends is the correct one, 
the profit on the sale of the capital interest is not divided equally nor 
in the ratio of the capital investments, but in the ratio of the capital 
interests sold. 

It should be remembered that the correct solution of this problem 
depends upon law, not upon ideas of fairness. It may be fairer to 
divide profits in the capital ratio than to divide them equally; the law 
will protect such an agreement but will not assume that such an agree- 
ment was made. And it may be fairer to divide profits from the sale 
of a capital interest in the ratio of the interests sold than to divide 
them equally; but if the law makes a distinction between operating 
profits and realization profits from the sale of a business or a portion 
thereof, applying one rule to the division of operating profits and 
another rule to the division of profits from the sale of a capital in- 
terest, the editor of this department is not aware of it. 

In conciusion, the first solution seems to be correct if the legal 
assumption of an equal division of profits applies with equal force 
to joint-venture and partnership profits, and if the division of profits 
from the sale of a capital interest is governed by the same legal rules 
as profits from operations. 

The second solution is correct if the law requires the division of 
joint-venture profits (in the absence of an agreement) in the capital 
ratio, while requiring the division of partnership profits equaily. 

The third solution is correct if the law makes a distinction between 
operating profits and profits from the sale of a capital interest, requir- 
ing that the profits from the latter source shall be divided in the ratio 
of the capital interests sold. 


Division OF PARTNERSHIP GOODWILL. 

The May examination of the American Institute of Accountants 
contained a problem requiring the computation of the goodwill of a 
partnership, and the computation of the interest of a retiring partner 
in this goodwill. The goodwill was to be computed on the basis of 
the profits of the three years next preceding the partner’s retirement. 
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During those years the profit-and-loss ratio changed, the profits being 
divided among the partners in a different ratio each year. In the pub- 
lished solution in the July issue, the editor allowed the retiring partner 
a portion of the goodwill computed by multiplying the total goodwill 
by the retiring partner’s profit-sharing rate for the third year, which 
was also, of course, the year of his retirement. 


Editor, Students’ Department: 

Sm: Your solution of problem 1, of the American Institute of 
Accountants’ examination in accounting theory and practice, given May 
18, 1922, has been carefully studied, and it appears to the writer that the 
division of the goodwill on the basis of the profit-and-loss ratio for the 
year in which it is placed upon the books is in error for the following 
reasons : 

First, such division would naturally infer that the goodwill was 
earned in that year. The mere fact that the goodwill earned by the part- 
nership was not placed on the books until the end of the third year would 
in no way set aside the fact that it was earned in the previous years, as 
well as the current year. While it might be contended that it was earned 
in the third year by reason of its realization, yet the fact remains that 
the goodwill was actually earned during the life of the agpesancass ¢ 

Second, accepting the reasoning as above, it would apparent that 
an injustice would be wrought on the partners by dividing it on the basis 
of the profit-and-loss ratio of the third year. 

The writer has failed to find this condition covered in the accounting 
works he has available and would appreciate an authority for dividing 
such goodwill. 

In the writer’s solution it was assumed that the goodwill was earned 
in the same proportion that the income was earned, and the amount was 
then divided by taking the profit-and-loss ratio for each year. The ex- 
aminers passed the writer in this examination, and he is interested in 
knowing the correct solution. 

Thanking you for any information you may be able to furnish, I am 


Yours truly, 
Pittsburgh, Pa. R. J. LAVALLEE. 


The payment for goodwill is not a payment for past profits; if it 
were, it would probably be correct to divide the goodwill among the 
partners in the average profit-and-loss ratio of the past. But the pay- 
ment for goodwill is a payment for future profits. The retiring part- 
ner will not share in these future profits because he will no longer 
be a partner, but in retiring he is entitled to compensation for his 
share of the net assets and also for his share in the future profits 
which will be in excess of a fair return on the capital. He is entitled 
to compensation for these future excess profits because, presumably, 
he helped to develop the business to the point where it pays excess 
profits. 

Recourse is had to past profits in computing the goodwill only be- 
cause these past profits are considered the best available evidence of 
the probable future profits. But it is future profits which are being 
paid for when payment is made for goodwill. The retiring partner’s 
share of these future profits will, presumably, be his present profit- 
and-loss per cent because the profit-andloss ratio can not be changed 
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in the future without his consent. That is, if he remained in the part- 
nership, he would share in the future profits in the same ratio that he 
shared profits during the year preceding his retirement, unless of course 
he consented to some other ratio. Hence, the distribution of goodwill 
on the basis of the last year’s profit-and-loss ratio is merely an imme- 
diate allowance to the retiring partner for future profits, in the ratio 
in which he would have shared these future profits. A distribution of 
the goodwill in the average profit-and-loss ratio of the past would not 
be correct unless there was an intention to share profits in the future 
in the average ratio of the past instead of in the ratio existing at 
the time of the dissolution. 


PROBLEM IN MANUFACTURING OVERHEAD. 
A reader has requested a solution to the following problem: 


The Universal Manufacturing Company commenced business January 

1, 1921, with a paid-up capital of $700,000.00. The following is a trial 
balance of the company at December 31, 1921: 

Debits Credits 


400 
Raw materials purchased ................0ceeeeeees 600 
Manufacturing supplies and expenses .............. 100 
Administrative expenses 80 
Sales to customers and branches, 80,000 units at 


$1,764,000 $1,764,000 


6,000 


The inventories at December 31, 1921, as shown by the books, follow: 


The corporation declared a dividend December 27th of 5% on the 
capital stock, payable January 2, 1922. 

A profit-and-loss statement was submitted to the bank showing net 
profit of $76,000.00. 

Upon exemination the following is found: 

The cost records are not controlled by the general books. 

The raw materials on hand were valued at cost, the market value 
of which was $100,000.00. 

The burden taken into cost of production for the year consisted of 
$50,000 for indirect labor, $100,000 for manufacturing supplies and ex- 
penses and $50,000 for interest on investment. 
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The work in process was valued as per the cost sheets of the com- 
pany as follows: 


$100,000 


You are informed by the management that the factory operated 50% 
of the normal capacity during the year; also that the manufacturing bur- 
den as previously stated was the normal burden based on 100% capacity. 

The finished units on hand at December 31, 1921, amounted to 20,000 
valued at $150,000 as per cost sheets. 


The branch office reports the following: 


Accounts fectivablle 40,000 
Purchases from home office: 

60,000 units at $10 ................ 600,000 
Home office account 143,000 


- a units at the branch office at December 31, 1921, amounted to 
; Required : balance-sheet at December 31, 1921; statement showing 
cost of production and profit and loss. 


UNIVERSAL MANUFACTURING COMPANY 
Statement of Cost of Goods Manufactured 
Year Ended December 31, 1921 


Raw materials: 
Less inventory—December 31, 1921—cost .... 150,000.00 
Cost of raw materials used ................-- 450,000.00 
Add market decline in inventory—Dec. 31, 1921: 


Charge to manufacturing for raw materials .. $500,000.00 


Manufacturing expense: 

Non-productive labor 50,000.00 

Manufacturing supplies and expense ......... 100,000.00 

Total manufacturing expense—75% of labor .. 150,000.00 
Deduct goods in process—December 31, 1921: 

Materials (cost $21,000) market value ....... 14,000.00 

Burden: 75% of $89,500 .........cccsecccees 29,625.00 

———_ 83,125.00 

Cost of manufacture of 100,000 units ............ 766,875.00 
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The $50,000.00 loss due to the decline in the market value of the 
raw materials, is thrown into the manufacturing cost because this would 
be the customary effect of valuing the closing inventory at market instead 
of cost. It would be more logical, however, to include in manufacturing 
cost only the cost of the materials used and to make the $50,000.00 de- 
crease in the value of the closing inventory a direct profit-and-loss charge. 


UNIVERSAL MANUFACTURING COMPANY 
Profit-and-Loss Statement 
Year Ended December 31, 1921. 


Sales: 
At home office—20,000 units at $10.00 ........ $200,000.00 ~ 
At branch office—50,000 units at $10.00 ...... 500,000.00 
Deduct cost of sales: 
Cost of 100,000 units manufactured ......... $766,875.00 
Cost of 30,000 units unsold .................. 230,062.50 
————_ 536,812.50 
Deduct selling expemses 80,000.00 
83,187.50 
Deduct administrative expenses 80,000.00 
Net profit om operations 3,187.50 
Deduct net financial expense: 
Cash discount allowed ............sc0ccesees 12,000.00 
Less cash discount earned ..........-..ss00- 6,000.00 
14,000.00 
UNIVERSAL MANUFACTURING COMPANY a 
Balance-sheet, December 31, 1921 
Fixed assets: 
Plant and equipment ......... $400,000.00 
Less reserve for depreciation ........... 25,000.00 
$375,000.00 
Current assets: 
Inventories : 
100,000.00 
83,125.00 
413,187.50 
$922,187.50 
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LIABILITIES 
Current liabilities: 
Dividends payedle 35,000.00 
$268,000.00 
Capital: 
654,187.50 
$922,187.50 


LAWRENCE E. BROWN 
Lawrence E. Brown, member of the American Institute of Account- 
ants, died at Philadelphia, October 30, 1922. Mr. Brown was a member 
of the firm of Lawrence E. Brown & Company. He was a member of 
the Pennsylvania Institute of Certified Public Accountants and had been 
in practice in Philadelphia for many years. 


W. W. STERRETT 
W. W. Sterrett, member of the American Institute of Accountants, 
died at Devon, Pennsylvania, October 28, 1922. Mr. Sterrett was a certi- 
- public accountant of Pennsylvania and a member of the Pennsylvania 
nstitute, 


THOMAS E. TURNER 
Thomas E. Turner, member of the American Institute of Accountants, 
died November 15, 1922, at Louisville, Kentucky. Mr. Turner was a 
member of the firm of Turner, Spencer & Co., and was one of the pioneers 
of accountancy in Kentucky. 


GEORGIA SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS 

At a meeting of the Georgia Society of Certified Public Accountants, 
held October 28, 1922, the following officers were elected: President, 
Joel Hunter; first vice-president, Alonzo Richardson; second vice-pres- 
ident, C. H. Highley; third vice-president, Thos. J. O’Brien; secretary, 
W. H. James; treasurer, G. N. Spring. 


OHIO SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS 


At the annual meeting of the Ohio Society of Certified Public Ac- 
countants the following officers were elected:—L. G. Battelle, president; 
C. A. Gano, vice-president; W. E. Langdon, secretary and treasurer; and 
E. A. Roden, W. D. Wall, R. A. Hurst and W. F. Vieh, directors. 


Gladstone Cherry and George H. Cheyne announce the formation of a 
partnership under the firm name of Gladstone Cherry, Cheyne & Com- 
pany with offices at 818-820 First Wisconsin National Bank building, 
Milwaukee, Wisconsin. 


Emlyn E. Jones and Arnett Potter announce the formation of a part- 
nership under the firm name of Jones & Potter, with offices at 614 
Weightman building, Philadelphia. 
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CONDUCTED BY THE SPECIAL COMMITTEE ON ACCOUNTING TERMINOLOGY 
OF THE AMERICAN INSTITUTE OF ACCOUNTANTS 


During the months that the Terminology Department has appeared 
in The Journal of Accountancy the committee on terminology has received 
a number of very fine letters with reference to terminology matters. In 
some instances the writers have merely disagreed with the language or 
with the illustrations used by the committee, while in other cases different 
views were expressed regarding the fundamental meaning of a word. The 
committee wishes to express publicly its appreciation for all these sugges- 
tions and to state that every suggestion has received careful consideration 
by all members of the committee. It is hoped that other members of the 
profession will take the opportunity to offer suggestions or to make criti- 
cisms, for the committee believes this the best way to obtain sound and 
acceptable definitions for many of the more commonly used words in 
accountancy. 

In this issue of The Journal of Accountancy the committee presents 
two letters, both with reference to the article appearing in the September 
issue of the magazine. Each of these letters shows a careful consideration 
of the subject and a fine spirit on the part of the writer. The letters 
follow : 

Letter No. 1 


“The committee on terminology certainly has a job on its hands in 
attempting to build up an accepted terminology. I think that at the outset 
several points should be stressed in accordance with which the committee 
will do its work. We must realize that the attempt to make our ideas 
square with the dictionary is hopeless; therefore let us forget the diction- 
ary and settle upon a terminology which will meet the views of the prac- 
titioners, and if the members of the institute accept the definitions which 
have been prepared by its committee, the dictionary makers must follow 
suit. Moreover, we need not confine our use of a special term to its use 
in common parlance because our usage should take on an exactness that 
is often absent in the vernacular. 

“Let us take for example the word depreciation. The definition pub- 
lished by the committee first brings out the derivation of the word from 
the Latin, that is, the idea of a reduction in price or value. Now ¢ re- 
duction in price may be caused by economic conditions and may reflect 
economic conditions exclusively, but it seems to me that we should not 
use the word to mean both a reduction in price due to economic conditions 
and a loss in value due to wear and tear. Then again, when you say re- 
duction in value, do you mean value in exchange or cost value or any 
other idea of value that we may conjure up. I notice in several places 
that the committee mentions the fact that regulatory bodies comprehend 
depreciation to include obsolescence and inadequacy. Should we not at 
the very outside of our work ignore definitions of regulatory bodies and 
if regulatory bodies wish to include obsolescence in their terminology of 
depreciation, we can as accountants take care of the situation in another 
way by providing if desired, a separate reserve for obsolescence and a 
separate reserve for depreciation. 

“We all know that as a general rule accountants in providing for a 
reserve for depreciation undertake to determine which is the predominant 
factor, that is to say, whether wear and tear or obsolescence is the ele- 
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ment which is most effective in the extinguishment of the asset value and 
having determined that, the provision for depreciation is arranged for 
accordingly. I do not believe that we will ever get anywhere on termi- 
nology unless we take just such an attitude. We must ignore comfmon 
usage dictionary makers and the inexact definitions of regulatory bodies 
and begin our work with the idea of making a definition fit one particular 
set of circumstances or conditions and no others; otherwise you will be 
up against as difficult a problem as attempting to define the word bank 
without any qualifying adjective, and the work of your committee will 
go for naught as did the well-intentioned efforts of an earlier committee. 

“I am suggesting a definition of depreciation as a basis for discussion 
as follows: ‘Depreciation—the measure of the loss in cost value of physi- 
cal property which is assumed to have occurred in the past and which 
is not offset by adequate repairs or renewals, caused by wear and tear, 
disuse or climatic conditions; that proportion of the original cost value 
which is assumed to have expired and which reflects the deterioration in 
physical or functional value due to wear and tear, disuse or action of 
the elements. Provision for depreciation does not contemplate extra- 
ordinary catastrophes which are contingencies more or less remote nor 
does it comprehend a provision for the replacement of the equipment at 
a later date but at increased cost due to rising price levels. All physical 
property is subject to deterioration and a provision for depreciation is 
an estimate intended to cover these elements only. On the retirement 
of property from service, the scrap value, if any, is ascertained and the 
difference between the cost value and the scrap value is charged against 
the surplus profits reserved or set aside to meet this contingency. Any 
excess of such reserved profits is transferred to surplus. Any deficiency 
in the amount of reserved profits is charged to surplus or capital 
accounts.’ 

“You will note from the above definition that I bring out the idea 
that depreciation has reference always to cost value; that it is an element 
of loss which is assumed to have occurred and by the use of the word 
‘assumed’ I overcome the objectionable use of ‘theoretical,’ and I bring 
out the idea that it is caused solely by wear and tear, by disuse or 
climatic conditions. The definition limits depreciation to the elements 
mentioned above. I avoid the use of the word reserve for depreciation 
because I think that the committee must ultimately settle the use of the 
word reserve, and I am not at all in entire agreement with Mr. Finney in 
his conclusions in this matter as set out in his paper in Chicago. 

“T am also giving the following definition of the word fluctuation: 
‘Fluctuation—the term used to denote the increase or shrinkage in the 
conversion value of property due solely to economic or related causes 
such as supply and demand or variation in the value of the medium of ex- 
change. In periods of demand or during rising price levels the cost 
value of property usually tends to be lower than value in exchange; when 
articles are in plentiful supply or in periods of falling price levels, cost 
value usually tends to be greater than exchange value. In any event 
fluctuation is the difference between cost value and value in exchange at 
any particular time.’ 

“T am not entirely certain that this word is the best one to be secured 
but I believe that we ought to have a separate term which will denote 
the increase or decrease from cost value to conversion value due solely 
to economic conditions, such as the operation of the law of supply and 
demand or the changes in the value of the medium of exchange. This 
means that depreciation when used in the sense of shrinkage in conversion 
value and appreciation disappear from terminology. ' 

“With reference to the definition of depletion, I have no objection 
to the committee’s definition as it stands provided, however, that item 
(B) is eliminated. Here we are carrying over the term used in common 
parlance, and it would seem to me that we ought to omit to mention it 
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in our accounting terminology. The next paragraph beginning with the 
words ‘depletion differs’ is all right provided that we use the word cost 
value instead of value and add the words ‘or climatic conditions’ after 
the word neglect. 

“With referencé to the use of the word amortization, I believe that 
the use of this term should be confined entirely to a condition where the 
life of the asset is definitely known and where a definite amount can be 
written off in each fiscal period. This would confine the use of the term 
to premiums on investments purchased, leaseholds, patents or other in- 
tangibles with a definite fixed and determinable life, and physical property 
purchased for a specific purpose and valueless (except possibly for con- 
version to other uses) at the expiration of a certain period. The use of 
the term amortization in connection with physical plant would be proper 
in the case of the purchase of war facilities. 

“IT am not at all in sympathy with the use of the term amortization 
when used in connection with debt. Let us find some other term for the 
gtaduai extinguishment of debt. 

“I find no fault with the definition of obsolescence or with that of 
inadequacy. 

“I am, of course, open to conviction in the views expressed above 
and I offer them to the committee for whatever they may be worth. I 
am sending you two carbon copies of this letter in case you desire to 
send them to the other members of your committee.” 


Letrer No. 2 


“My general impression is that the committee has used great care to 
be accurate and to get the gist of the matter in each case. Yet if I had 
been doing the work I think I should have given a little different emphasis 
in some instances. 

“Depreciation. Would it not be a good idea to show that, for 
accounting purposes, depreciation relates to and is based upon the original 
outlay? | know some people would say that is only one way of figuring 
depreciation, but to my mind it is fundamental in depreciation, that when 
your reserve becomes equal to the cost, there is nothing further to depre- 
ciate. The definition seems to concrn itself primarily with the physical 
facts of depreciation; yet when you say that ‘depreciation is at best 
only an estimate’ you are of course speaking of the measurement and re- 
cording of it. The definition seems to me to leave the matter too much in 
the hands of the engineers, and to contain too little of the accounting 
aspect. 

' “Amortization. I wonder if the distinction between depreciation and 
amortization is definitely shown by the case given. It would be my first 
reaction that such mine shafting should be depreciated on the basis of a 
normal life, and that the balance which would be left unrecouped is the 
amount which would be amortized. That is what, I believe, has been 
happening on the war plants which have been amortized under income 
tax regulations. They were depreciated at a more or less normal rate 
during the life of their original usefulness, and the balance is what was 
amortized. 

“Appreciation. In view of the fact that the off-setting of appreciation 
and depreciation is usually done wrongly, I think it would greatly 
strengthen the statement if it read ‘appreciation is the antonym of depre- 
ciation only in so far as the latter is used to denote poe ct in con- 
version value.’ 

“Obsolescence. I am a bit taken aback to learn that obsolescence is 
a mere segregation of surplus. I think it would at least depend on cir- 
cumstances. How about the electrical industry, where I understand that 
most of the equipment is retired from obsolescence, rather than from 
wearing out? Would it be contended that the process of recovering the 
original outlay is mot a cost? The expression ‘obsolescence rarely accrues’ 
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again seems to refer to the physical facts of the plant. If ‘accrual’ means 
simply the apportionment of incomes and outlays over the period of their 

operation of life, then it would seem that obsolescence accrues in the 
same way as depreciation. The whole question seems to turn on whether 
a machine is a cost of the products coming from it in its lifetime. If its 
lifetime is cut short by something entirely outside the influences of the in- 
dustry then I would admit that its loss is not a cost. A machine de- 
stroyed by fire or flood is not a cost; if it is properly insured outside no 
loss arises; if it is not, then surplus may be the only cover for it. But 
if the life of the asset is curtailed by factors operating within the condi- 
tions of the industry, whether it be from wearing out, or from the 
progress of the arts and invention, it would seem to me that the whole 
of the original outlay is a charge to the period of its life. I believe that 
is good economics as well as good accounting: each industry must carry 
its own costs, including the costs of its own progress. 

“You will see from the foregoing that it raises quite important ques- 
tions in my mind. If I were to discuss the points with you, as you 
doubtless have with other members of the committee, I might shift my 
ground. I simply give my present reactions. 

“I shall be interested to watch progress.” 


Additional discussion of the original article appearing in the Septem 
ber issue or of the letters appearing in this issue of The Journal of 
Accountancy is invited. Communications should be addressed to any one 
of the undersigned. 

Watter Mucxktiow, Chairman, 
420 Hill Building, 
Jacksonville, Florida 
Epwarp H. Mogran, 
120 Broadway, New York 


J. Hues Jackson, 
56 Pine Street, New York 


Edward R. Burt & Company announce the removal of their offices 
from the Balboa building to 731-732 Hearst building, San Francisco, 
ifornia,. 


Barrow, Wade, Guthrie & Co., announce that E. D. Hilton is now in 
charge of their Chicago office. 


T. Coleman Andrews announces the opening of an office in American 
National Bank building, Richmond, Virginia. 


Oswald Lyon announces the opening of offices at 40 Court street, 
Boston, Massachusetts. 


Meyer Kurz announces the opening of offices at 25 West 48rd 
street, New York. 
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for employes. Guaranty News, November, 1922, p. 83-5. 


INSTITUTIONS 
Accounting 
Chapman, Frank E. Hospital Administration, BULLETIN oF THE TAYLOR 
Society, August, 1922, p. 153-67. 
Summary of the Revised Uniform System of Hospital Accounts. Account- 
Ant, October 14, 1922, p. 541-9. 
INTEREST 
Augustine, W. F. Uniform Method for Calculating Interest. JourRNAL 
OF THE AMERICAN BANKERS Association, October, 1922, p. 228. 


INVENTORIES 
Haugh, L. C. Retail Inventory Method Explained; first of a series of 
articles for stores desiring to install the retail inventory method. 
RETAIL Anp AccouNTING Macazing, November, 1922, 


p. 3-4, 14. 
KNIT GOODS 
Cost Accounting 
Gordon, Stephen R. Cost Finding in Knitting Mills; cont. Texte 
Wort, ober 21, 1922, p. 43-9. 


METRIC SYSTEM 
Drury, Aubrey and Others. World Metric Standardization an Urgent 
Issue; a volume of testimony urging worldwide adoption of the metric 
units of weights and measures—meter—liter—gram. San Francisco, 
World Metric Standardization Council, cl1922. 524p. 


MINING AND METALLURGY, COAL 
Accounting 
Reed, W. B. Bituminous Coal Mine Accounting. New York, McGraw- 
Hill Book Company, 1922. 22Ip. 


MOTOR BUSES 
Rapid in Design in Washington. Bus TRANSPORTATION, 
October, 1 
Suburban Route Built up by Giving i a and Regular Service. Bus 
TRANSPORTATION, October, 1922, p 
Up-To-Date Passenger Traffic Cc hecking Methods Produce Good Office 
Records. Bus NSPORTATION, October, 1922, p. 531-3. 
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Current Literature 


Cost Accounting 
of Cost Keeping. Bus Transportation, October, 1922, 
p. 


PRICES 
Clark, Wallace. Production Costs and Selling Price Durin a FA a Depression. 
BULLETIN OF THE TAYLOR Society, August, 1922, p. 1 
Frazer, George E. Value of Costs in Basing Prices. MANUFACTURERS 
News, October 19, 1922, p. 7-8. 
PRINTING 
Accounting 
Porte, R. T. John Smith’s Bookkeeping. Salt Lake City, Porte Pub- 
lishing Company, c1922. 
Cost Accounting 
Jettinger, Carl A. Desirable Improvements in Cost-Finding Methods. 
INLAND PRINTER, November, 1922, p. 209. 
PUBLIC UTILITIES 
Drefus, Edwin D. Engineer and Accountant in Public Utility Develop- 
ment. ENGINEERING AND CONTRACTING, October 18, 1922, p. 31-4. 
Auditing 
Chaffee, W. L. Importance of Audits in Public Utility Accounting. 
HAsKINS AND Setts Bu.etin, October, 1922, p. 76-9. 
RAILROADS 
Accounting 
Stegman, Walter A. Railroad Accounts for Passenger Revenue. Pace 
StupENtT, November, 1922, p. 189-90. 
RESERVES AND SINKING FUNDS 
Brinton, J. H. Reserve and Reserve Fund. ACCOUNTANTS JOURNAL, 
October, 1922, p. 360-7. 
RETAIL TRADE 
Accounting 
Store Fixtures and Equipment Register. RETAIL MANAGEMENT AND 
AccouNnTING MaGazine, November, 1922, p. 13-14. 
Auditing 
Audit Staff, Retam. MANAGMENT AND ACCOUNTING MaGaziNngE, November, 
1922, p. 15. 
Brown, B. 5 Cash Audit System of A. I. Namm & Son, Brooklyn, New 
York. RetatL MANAGEMENT AND ACCOUNTING MAGAZINE, November, 


1922, p. 5, 7. 
STATISTICS 
Brasker, Philip. Statistics an Aid to Management. INpusTRIAL MAN- 
AGEMENT, November, 1922, p. 287-8. 


STORES SYSTEMS AND STOCK RECORDS 
Bray, W. Reginald. Stock-taking Statements; how days are wasted on 
them. AccouNTANTs JouRNAL, October, 1922, p. 
SUGAR 
Accounting 
Wermuth, Charles E. Classification of Accounts for Sugar Estates. New 
Orleans, C. E. Wermuth, c1922. 30p. 
TAXATION, UNITED STATES 
American Exchange National Bank. Tax Information, Due Dates of 
New York City, New York State, New Jersey and Federal Taxes, 
1922-1923. New York, American Exchange National Bank, c1922. 24. 
May, George O. Taxation of Capital Gains. JOURNAL OF ACCOUNTANCY, 
November, 1922, p. 321-33. 
Montgomery, R. H. Why Should We Have a New Federal Tax Law? 
Journat or Accountancy, November, 1922, p. 334-45. 
TURNOVER 
McNair, Malcolm P. Significance of Stock-Turn in Retail and Wholesale 
Merchandise. Harvarp Business Review, October, 1922, p. 87- 96. 
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Accountancy Successes 


Upon thoroughness of training depends in large measure com- 
plete success in Accountancy. Only a broad understanding— 
based upon sound practice—of both common and complex 
problems brings ability to grasp the solutions of involved 
questions. 


The marked success of Walton students in passing with high 
honors the rigid tests of C. P. A. and American Institute exam- 


training. ~ 


The Walton Record is Unparalleled 


One hundred and seventy-one Walton students received their 
C. P. A. degree during the four-year period from November, 
1918, to date. 


High honors were achieved by Walton students passing exami- 
nations of American Institute of Accountants in May, 1917, 
1918, 1919, 1920 and 1921. 


Fifteen medals were won by Walton students in Illinois semi- 
annual C. P. A. examinations held since 1914. 


Day and Evening Classes and Correspondence Instruction in 
Constructive Accounting—Advanced Accounting 
Cost Accounting — Income Tax— Business Law 


For information relative to resident or correspondence instruction, write to 


WALTON SCHOOL 
JAMES AUGUST CAREY, B. Se Co ERCE 


312.332 Bldg. 
CHICAGO NEW YORK 


When writing to advertisers kindly mention Taz Journat oF AccounTANCY 
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DMINISTRATION stands for the idea that successful business management is based upon, and 
follows from, the same high quality of mind and training that is required for a professional 
career. It meets the personal need of administrative officials and executives for definite, practical 
information that they can apply to the solution of the problems that arise in their own work. While 
not neglecting detail, it introduces only such detail as helps in the solution of some large problem. 
It emphasizes the why as well as the how of the methods of business administration described in its 


pages. 


Articles are written either to provide fundamental information that the executive should have as a 
proper basis for his decisions regarding the operation of his business as a whole, or to provide specific 
information on some technical phase of operation as it concerns the administrative control of a 
particular department. Accountants find ADMINISTRATION of special value because each issue 
supplies constructive treatment of current accounting questions on which authoritative information 
is needed. Each issue covers a wide range of business activity, but through all the articles runs the 
connecting thread of regard for the needs and interests of the directing executive concerned with the 
administration of the enterprise as a whole. 


T. outline of the December contents on the next page will give you an idea of the character of 
the material presented but you need to examine a copy to fairly judge its value to you in your 
own work. Let us send you a copy of the December issue—a typical number—as a basis for your 
decision whether you wish to become a subscriber. Look it over and within five days notify us if 
you don’t wish to become a subscriber. If we don’t hear from you we will go ahead and enter your 
subscription for a year to begin with January, billing you for five dollars. But whether you subscribe 
or not, the December copy will cost you nothing. 


COMMENTS OF TYPICAL READERS 


D. A. Gillespie, Treasurer 
Cluett, Peabody & Company, Inc. 
“IT would not be without ADMINISTRATION. The facts 
contained therein are presented in such readable form, and 
the character of the contributors is such, that I am satisfied 
that the magazine is keeping me in touch with the most pro- 


tive 


C. H. Van Pelt, Secretary and Asst. Treasurer 
The Cincinnati Ball Crank Company 

ADMINISTRATION is the highest grade 
magazine published today for technical reference of general 
business executives. The ideas in this magazine are not ones 


that have been published over and over again, but invariably 
present some new phase of subjects of importance and give 
information which can not be had in any other way.” * 


Frank S. Hatch, Assistant Treasurer 
Moore Drop Forging Company 


“T have found the articles in ADMINISTRATION so 
valuable that after my first or second reading of each issue 
I have carefully preserved the magazines and had them ena 
as soon as a volume was completed. These bound volumes 
form a very valuable reference library. I subscribe to quite 
a few trade and technical magazines, but I sincerely think 
ADMINISTRATION is the most valuable magazine pub- 
lished for a man in a position like my own.” 


RONALD 
Publications on Busiress 
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In December 


BERT H. MONTGOMERY, member of the firm of Lybrand, Ross Brothers & Montgomery 

and author of Auditing: Theory and Practice, Income Tax Procedure, etc. contributes to the 
December number a very timely article suggesting things that should and should not be done in con- 
nection with the income tax. It offers a practical discussion of the time limits when recovery can 
be made of overpaid taxes, the revenue requirements for expense returns, and other matters of equal 
current importance. Amortization Claims: Their Requirements and Preparation, by Kenneth D. 
Ross, of Schapiro & Schapiro, treats income tax allowances for amortization of war facilities. This 
article will prove of direct value to accountants who have to prepare statements for manufacturers 
engaged in government work during the war. 


Another timely article dealing with the Federal income tax is Cost or Market in Pricing Inventories ? 
by Frank Lowson, of Patterson, Teele & Dennis, who discusses a recent important ruling by the 
Treasury Department reversing a previous ruling on a question that must be considered by the. 
majority of firms making tax returns. J. Karl Mason, Comptroller of the New England Confectionery 
Company, contributes to this number Capital Utilization, an article pointing out some common 
misunderstanding regarding the use of capital and giving a very clear idea of the cycle through which 
the capital investments of a business go. 


Space does not permit more than brief mention of any of the eighteen articles and departments that 
make up this typical issue. The list below is incomplete but will give you some idea of its character: 


Budget Control Charts 
C. H. Stephens, Secretary, Shur-on Optical Company 


Foreign Securities and Monetary Systems 
Waller FE. Lagerquist, Professor of Finance, Northweslern 
University 

Business Forecasting in the Edison Industries 

Looking Ahead in Financial Control 
E H. Philips, Credit M and Gilbert H. Baldwi 
Assistant Credit Manager, Thomas A. Indudries, 

Current Borrowing 
George B. Robinson, Henry L. Doherty ¢ Co. 


Finding and Training Salesmen 
Ernest M. Trigg, Pres. and Gen. Mgr., John “—— ¢ Co., Ine. 


Employee Tests 
_— Marvin Jackson, Personnel Manager, New York 
imes 


Variations in Consumer Demand 


Archer Wall , Chairman, Committee on Stalisties and 
Standards, United Siates Chamber of Commerce 
Office Control 


Harold B. Wess, R. H. Macy § Co. 


The Financial Situation 
H. Parker Willis, Editor, The Journal of Commerce, 
New York 

The Business Trend 

A Graphic Barometer of Industry and Trade 
Prepared by Lewis H. Haney, Director, New York University 


RONALD PRESS COMPANY, 20 Vesey Street, New York 


Free of charge, send me the December number of ADMINISTRATION, 
receiving the magazine, | will notify you within five days to send no further copies. Otherwise 
uncber and bill me for $6.00." It is understood that theng will be no charge for the introductory 


year to begin with the January ni 
r number whether I subscribe or not. 


Date. 


Uf you prefer to receive the magazine at your home) 


[RRONA [1 | 
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The C.P.A. and Elliott-Fisher 
Have the Same Goal 


OMPLETE, accurate, economical ac- 

counting can best be achieved by the 
expert accountant employing the best 
means and methods available. 


Elliott-Fisher offers the Universal Ac- 
counting Machine as the best in mechani- 
cal bookkeeping, producing complete ac- 
counting information, accurately, legibly, 
quickly, and at less cost. 


Call in our representative in your city. 
He will be glad to discuss the accounting 
problems of your clients with you—a 
feature of Elliott-Fisher service which in- 
volves no obligation. 


Elliott-Fisher Company 
Canadian Pacific Building 
342 Madison Avenue, New York, N. Y. 


Branches in all large cities 


Elliott-Fisher 
best meets the requirements of 
modern accounting by furnish- 

ing: 
INSTANT PROOF OF ACCURACY 
Without Extra Work or Effort. 
MAXIMUM PRODUCTION— 
The Flat Writing Surface makes 
possibile the writing of many records 
at one operation. 
PERFECT LEGIBILITY— 
On original and required copies. 
COMPLETE DETAILS— 
Written description as well as 
figures. 
CURRENT INFORMATION— 
Factsand figures readily obtainable. 


A Quarter Century of study and 
research has devel- 
oped the univeral ac- 
counting machine— 
Elliott-Fisher 
There is One Which 
Fits Your Business. 


Accounting and Writing Machines: Flat Writing Surface 
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The Right Book to Write In 
Where a small ledger Ledgers 
Ledger Sheets 
is large enough Post Binders 
MANY business and professional men will be glad ier moor 
to see this compact, loose leaf ledger. Deiee Becks 
So light you can carry it in one hand, yet expands Ring Binders 


Columnar Sheets 
Commercial Forms 
Memorandum Books 
Students’ Note-Books 


to accommodate more than 300 accounts. 

No key is required to expand it. Just a touch of 
a sliding catch and the pages are released for re- 
moval or additions. The lock is simple and smooth. 
It always works—never sticks. 

This is the Aladdin Keyless Ledger, made by the 
National Blank Book Company. Especially designed 
for professional men and business concerns carry- 
ing a comparatively small number of accounts. 

Its handy size and convenient mechanism save 
many minutes a day in handling. 

See the Aladdin Ledger at any good stationer’s. 


Holyoke, Mass. 


Ask your stationer for 
a copy of our free book, 
“Ready Records for 
Accounting.” If he 
cannot supply you, 
write us. 


NATIONAL BLANK BOOK CO., 107 Riverside, 


National Blank Book Company 


LOOSE LEAF AND BOUND BOOKS 


ALADDIN Keyless Ledger © 1922, National Blaah{Book Co. 
Ww s only five poundsand yet contains ample room 
for the fall y facts and figures of modern accounting. 
Bound in rich black Tex- 
hide or serviceable can- 
vas, with polished metal 
ba Aladdin is a led- 
ger t any man is 
proud to own. 


ere outfit consists of 
Binder, 200 


d printed sheets 
with leather- 
tabbed index. 
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THE ACCOUNTANTS’ INDEX 


SPECIMEN PAGE 


ACCOUNTANTS’ INDEX 675 


DEPRECIATION, DEPLETION AND OBSOLESCENCE—WIRE AND WIRING—(Continued) 


Les and J. F. D. Depreciation, (In thelr Oost accounting. 1919. 
Electric wiring 5% 
Electric light and power wiri 
Departmental wiring net addi 6 
Inside wiring 5 
on (1) the cost of equipment 
(2 the life of the 
(3) on a ten-hour da 
Panver, HAROLD. ——- din’ his Handbook for electrical engineers. c1914. p. 340). 


p. 
Wires. 
overhead 7-10 y 
Chicago. ‘union traction co, Stone & Webster for Chicago union 
i traction co. 
12 years. 
q J. I. Beggs. 
14-10 Ce union traction co. Stone & Webster for Chicago pnion 
traction co 
10 Milwaukee electric railway & light co. 
8.5 years. 
J. I. Beggs. 
) Trolley wire 
PHILADELPHIA. Rates ~ Manual of accoun reporting 
ang. Susincce procedure of the city and county of Ph hia. 1917. p. 208, 210). 
ring 
Wiring and nece supports (including street lamps, signal systems) 4% 
Pimz, CHARLES. Perpetua inventory and table of standard depreciation rates. 
Engineering and contreeoit Jan. 24, 19 Factory, Dec. 1916, -71. Iron age, 


30, 1916, Jan. 11, 19 p. 1266, 138-9: trade review, Feb. 22" p. 477-8. Con- 
ased.' Journal of th e American 8 ray f mechanical engineers, Dec. 1916; p. 965-6. Iron 
ogg > - Dec. 7, 1916. p. 1144-6. ent, William. Bookkeeping and cost accounting for 


2, 1918. p. 90. Discussion. Journal of the American society of mechanical engineers, 
PRICE p. 215-7. 
%o *, cost % on reducing balance 
$15.00 . main wiring and conduit 15 


pring and electric fixtures, net additions eo 
ramways. (In his Accountancy. Ed. 2. p. 218-9). 


ceive a great ae wires should, as a rule, be char to Revenue, but it is the practice 
inquiries in niga to F penditure in connection with the overhead trolley wires to one ac- 
the exact form an ‘eg eciation should certainly be from 30 to 60% eee to whether 


the Accountants’ one or the reverse. 
The book is a complete refer- 


The publishers re- 


1-25% 
ence to all literature extant in nh tion. elephony 401 
1912 and published since that time Apeil 1, 1911, p 2% “8. 
in English on the subject of ac- 8.5 
countancy. i 8 
It is not an encyclopedia. poperative publishing co. 1919D, 


It simply and clearly points to the sources from which 
information on any accounting or related subject may be 


obtained. 
For example you come across a question of accounting Strait line 
practice in some industry with which you are not familiar. Has anything been 9.5% 


written on the subject? You can’t posenly tell. There may be exactly the in- 
formation you want but if you don’t know where to find it of what value can 
it be to you? 

Think this over. Can you afford to be without the one guide to what is written 
on every subject related to accounts and accounting? 

On the one subject of depreciation there are 345 pages iving not only the references but also the 
rates. If you don’t want anything more than the rates and their authorities you won’t need to look up 
the references as the rates are there before you in the Index. Turnover is another subject in which the 
rates are given in full. 

Or you havea favorite author. You want his opinion on a given subject. Has he written anything 
about it? You don’t know whether he has or not. The Accountants’ Index knows and can tell you at 
once exactly what your author has said and where he has said it. 


THE AMERICAN INSTITUTE OF ACCOUNTANTS, 135 Cedar Street, New York 


Enclosed please find Cheque or Money Order for .0000000o000o0..oocccccccceeeeseeeeees Dollars. 
Mail'to the following address. 


When writing to advertisers kindly mention Taz Jovraenat or ACCOUNTANCY 


| 

i 


Certified 
APPRAISALS 


For Cost Systems, Bond Is- 
sues, Credit Extensions, In- 
surance, Accounting, Income 
Tax, Liquidation and Mergers. 


A highly trained, long ex- 
perienced staff available for 
quick valuations of large 
industrial properties —in- 
cluding Chronometric Val- 
uations for Federal Tax 
purposes. The cost is low. 


The |loyd-Ihomas Co. 


RECOGNIZED AUTHORITIES ON PHYSICAL VALUES 


1124-28 Witson AvENUE 
CHICAGO 


Branch Offices in Principal Cities 


120 BRoADWAY 
New York 


Cc. P. A. COURSE AND THE 
POST-GRADUATE COURSE 


_Our post-graduate coaching course has been de- 
signed to prepare candidates 2 quick intensive 
training for the Examination. ow is an oppor- 
tune time for those who wish to take the Institute 
Examination, and who feel the need of this work. 
This course takes up practically all the points that 
may come up on the Examination and shows the 
candidate how to get his answer on paper, how to 
cover the important points, within the time limit; 
it also helps him to interpret the problems cor- 
rectly, a point on which so many good accountants 
are weak. 

For those not ready for the next Institute Ex- 
amination, our C. A. Course is recommen 
No knowledge of bookkeeping is necessary, but a 
high school education, or at least a complete gram- 
mar school education, with business experience, is 
essential. We start a man at the Pree me and 
carry him step by step through to his goal. 

High School and College Pr atory Courses are 
mow ready and may be taken those who do not 
have the high school educational requirements. 

These courses, as well as the C. P. A, Courses 
and the Post-Graduate Course, are 
same as those conducted so 

R 


Elective Courses: Accountancy, Auditing, Law, 
Senior 


Costs, Bookkeeping. Junior and 
Accountancy. 


Our Courses are Adapted to Resident School Use 
BENNETT ACCOUNTANCY INSTITUTE 


Mulford Bidg., 15th and Wallace Sts. Phila, Pa. 
Dept. HME 


A valuable reference work for students 
of accounting 


Accounting Problems 


Intermediate 


By CHARLES F. RITTENHOUSE and 
ATLEE L, PERCY 


429 pages, 6x9, $3.00 postpaid. 


HIS book of accounting exercises contains - 
many special features which make it particu- 
larly valuable for reference and study purposes. 

Part One of Accountinc Prosiems; INTERMEDI- 
ATE, consists of more than forty model forms of 
financial statements and reports with comments 
and interpretations. Among these forms are 
statements of sole proprietorship, partnership, 
manufacturing corporation, financial statements in 
which are included condensed balance sheets, con- 
densed income accounts, consolidated balance 
sheets, etc., all taken from actual corporate docu- 
ments. Part One also contains the published bal- 
ance sheets of fourteen typical corporations, in- 
cluding manufacturing companies, railroads, a 
university, a club, commercial banks, savings 
banks, etc. 

The student of accounting will also find that 
the problems and exercises in Part Two will give 
him a practical grasp of the way in which financial 
statements are built up from corporation accounts. 
There are special sections devoted to depreciation, 
reserve and surplus, consignments, branch houses 
and selling agencies, and to the construction of 
financial statements. 


Examine it for 10 days FREE! 


| 


FREE EXAMINATION COUPON 


McGRAW-HILL BOOK CO., Inc. 
370 Seventh Ave., New York 


You may send me for 10 days’ examination 
Rittenhouse and Percy’s ACCOUNTING PROB- 
LEMS—INTERMEDIATE, $3.00, net, postpaid. 
I agree to pay for the book or return it postpaid 
within ten days of receipt. 


Name of Company 
Official Position 
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The American Institute of Accountants Foundation 
announces the forthcoming publication of 


AUDIT WORKING PAPERS 


Their Preparation and Content 
By J. Hugh Jackson 


The following is a very brief summary of the contents of the book: 


Author’s Preface 
Table of Contents 
Introduction. By Carl H. Nau. 
Chapter I —The auditor’s records. 
ip II —JIndexing and filing the working papers. 
III —The final statements and the working sheets. 
IV —The construction, or property and plant schedules. 
2 V —Current and investment security schedules. 
VI —Inventories. 
VII —Receivables and cash. 
VilIl— Scheduling deferred charges to operations. 
. IX —Capital stock and funded indebtedness. 
yr X —Current liabilities’ schedules. 
XI —The reserve schedules. 
XII —Surplus and profit and loss. 
mn XIII— Miscellaneous working schedules. 
Bibliography —Part I —Topical references on auditing theory and procedure. 
Part Il —General reading course on accounting and business. 
Part I1I—Special bibliography on no par value stock. 
Index. 
Appendix A — Model set of working papers of the North American Shipbuild- 
ing Company (consisting of approximately sixty single-page 
working schedules and sixteen double-sheet schedules, and illus- 
trating the procedure of a balance sheet audit.) 
Appendix B —Miscellaneous audit schedules and working sheets (consisting of 
twenty-two exhibits and labor-saving devices which are valu- 
able with reference to an audit or investigation.) 


AUDIT WORKING PAPERS is a practical work based largely upon continued access 
to the files and workshop of one of the great accounting organizations of the country. The 
book should be in the library of every accountant’s office and made available to every 
member of his staff. It should be thoroughly studied by every student who has aspirations 
to become an accountant. 


The manuscript for the book has been prepared without cost to the American Institute 
of Accountants Foundation, and the copyright will be donated to the Foundation. Whatever 
profit is derived from its sale will accrue to the principal of the Foundation; however the 
desire of the donors is that the book be made available to the greatest number of accountants 
and students possible, and the price has been made correspondingly low. The book will be 
ready for distribution shortly after December 15th; the price is $5.00. Send your order 
at once to 


AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION 
135 CEDAR STREET, NEW YORK 
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COST 
ACCOUNTING 


The only school in the U. S. devoted 
exclusively to Cost Accounting. 


Basic and Post Graduate Courses. 


Resident and Correspondence Instruc- 
tion, also 


Reading Courses. 


All instruction is under the per- 
sonal supervision of J. Lee NicHoL- 
son, C. P. A 


Send for free booklet autlining 
courses and terms. 


J. LEE NICHOLSON INSTITUTE 


Dept. D 
6 North Michigan Avenue, Chicago, Ill. 


Industrial 
Appraisals 


MADE BY i 
QUALIFIED EXPERTS . 


in all lines 


Correspondence Invited 
Standard Appraisal Company 


Home Office 
90 John Street, New York 
BRANCHES ALL PRINCIPAL CITIES 


APPRAISALS REPORTS INVESTIGATIONS 


Atlanta Buffalo Detroit 


Copyright. 1922. The American Appraisal Company 


INDUSTRIAL 


PUBLIC UTILITY NATURAL RESOURCE MERCANTILE 


OR three thousand years valuations were but estimates— 

accurate often, but seldom provable. @Then, with the 
inception of The American Appraisal Company —in the middle 
nineties—came the organization appraisal, provable in every 
detail at anv time. @ To the property owners of today we offer 
an appraisal service tested by thousands of users, conceived and 
executed on the single premise that to be worthy of the name, 
an appraisal must be provable. 


Veo 
The American Appraisal Company 


Milwaukee, Wisconsin 


Baltimore Chicago Indianapolis 
Boston Cincinnati Los Angeles 
Cleveland Milwaukee 


The Canadian Appraisal Company, Ltd., Montreal, Toronto 


Minneapolis Pittsburgh Syracuse 
New Orleans San Francisco Tulsa 

New York St. Louis Washington 
Philadelphia Seattle 
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For the first time in any Tax Service 


Compilation of ALL 
COURT DECISIONS 


——rendered under the Revenue Acts of 


1864, 1909, 1913, 19f6, 1917, 1918 
and 1921. 


THE PRENTICE-HALL FEDERAL 
TAX SERVICE for 1923 contains this 
unusual feature—one of the many exclu- 
sive advantages that you can enjoy only 
with this Federal Tax Service. 

We shall be glad to forward full particulars, 

as well as a copy of “TAX-TOPICS’— 


an interesting little magazine dealing with tax 
matters. Use the coupon. 


PRENTICE-HALL, Inc. 


70 FIFTH AVENUE NEW YORK 


PrenticE-HALt, Inc., 70 Fifth Avenue, New York 


Without cost or obligation to me, you may send further particulars about 
the Federal Tax Service. Also a copy of Tax-Topics. 
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| Edward L. Suffern.......New Jersey 


THE JOURNAL OF ACCOUNTANCY 


American Institute of Accountants 
List of Officers, Members of Council and Committees—1922-23 
OFFICERS 


President 


.111 W. Monroe St., Chicago, Ill. 


Vice-Presid 54 Wall Street, New York 
ice-F'residents . NorMaN McLaren .519 California St., San Francisco, Cal. 
Treasurer .....:. ARTHUR W. TEELE............ 120 Broadway, New York 
A. P. RICHARDSON......... .135 Cedar Street, New York 


MEMBERS OF THE COUNCIL 


For Five Years: 


For Three Years: 


Himer Maryland ohn F. California 
Edward Masters......... . Porter Illinois 
ames S. Matteson. ............ Minnesota Naldron Massachusetts 
H. Montgomery............. New York Frederick A. Ross...........+.. ew York 
ohn B. Niven..............¥. New Jersey C. BR. Illinois 
G. Washington William Jeffers Wilson...... Pennsylvania 
For Four Years For Two Years 
Illinois Ernest Crowther............. P. Ivania 
P. New York Charles S. Ludlam.............. New York 
Texas Charles E. Mather............ New Jersey 
Clifford E. Tesard...........000s- Delaware Overton S. Meldrum............ Kentucky 
John R. Ruckstell............... California Pennsylvania 
For One Year: 

. Sanders Davies............- New York Wes Tennesssee 

Edward L. Suffern............ ew Jersey 

BoarD oF EXAMINERS 
For Three Years: 

Harold B. Atkins.............. ew York 

William B. Campbell........... New York 

A. ew York 

For Two Years: For One Year: 

Himer Maryland John F. California 
— B. Niven, chairman...... New Jersey Charles E. Mather............ New Jersey 
so Illinois Waldron H. Rand.......... Massachusetts 
AUDITORS 
R. J. Pennsylvania New York 

Executive COMMITTEE COMMITTEE ON PROFESSIONAL 
The President, chairman. Ernics 
F. H. Hurdman ........... New York 
J. E. Masters ........... Massachusetts 
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Ward Quality 
Loose-Leaf Devices 


ACCOUNTANTS will find us able to 
meet every demand for any form of Loose- 
Leaf Books, Binders and Forms of the best 
quality. 

We offer you a wide. choice in the 'selec- 
tion of your Loose-Leaf Devices and are 
prepared ‘to furnish specially printed and 
ruled forms suited to your particular needs. 


Always in Stock 


JOHN WARD & SON 


Stationers and Printers 
115 Cedar Street 112 Liberty Street 
New York 


x. 


[’ costs the book publisher money to do 
you a service in making known to you in 
these pages what works are available that 
may be of value to you. 


Quite properly he wants to confine his ad- 
uertising expenditures to publications that 


bring the greatest return\in proportion to | 
the costthis aids you in that by good man- | 
agement he is able to hold down the cost of | 


books you need. 


You will assist him and serve yourself if | 
you make it. possible for him to gauge the | 


walue of THE JouRNAL oF ACCOUNTANCY. 


Send your order on the coupon he attaches | 


to his advertisement or enclose that coupon 
your letter. 


THE JOURNAL OF ACCOUNTANCY 


Scarce Accounting Items 
for the Real Library 


These and many other interesting 
accountant items are on our shelves 


Encyclopaedia of Accounting—edited by 
George Lisle-Edinburgh-Wm. Green & 
Sons—1903—in eight well bound handsome 
volumes with the two volumes of forms 
included 


The Accountants Manual—London—Vols. 
1-11 inclusive—1894 to 1908 with the ques- 
tien sets from December, 1884—very scarce 
The Accountant—an interesting run of the 
great English Publication—18 volumes 
well bound—July, 1904 to July, 1913—the 
set $36.00 


Commerce Accounts and Finance—Vols. 1, 
2, 3, bound together—1901—-with Haskin’s 
“History of Accounting” $5.00 


Bibliography of 2700 Business Books under 
36 classifications—alphabetically arranged 
—some reading suggestions—date of publi- 
cation—comments and prices......... $0.25 


DIXIE BUSINESS BOOK SHOP 
140 Greenwich St., New York, N. Y. 


ANALYSIS PAPER 


4 Grades—4 to 28 Columns wide 
LOOSE OR PADDED 


IMMEDIATE DELIVERIES 
The Best at Right Prices 


L. H. Biglow & Company, Inc. 
24 Beaver Street, New York 


MANUFACTURING PRINTERS & STATIONERS 
For Samples—Address Dept. *‘A. P.”’ 


| 


Will hold back stubs of any Saal check book 
to make out checks or for posting. 
PRICE $1.00 
L. KURTZEBORN 
5118 Raymond Ave. St. Louis, Mo. 
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Interest to 


WE have compiled complete tables of 
unexpired insurance premiums for all 
periods of from 1 to 365 days. 


These tables ate so completé and so 
simply arranged that it requires actually 
only a few seconds time to find the wnex- 
pired portion of any premium, regardless 
of amount. 


For convenience a simple device for ob- 
taining the number of unexpired days has 
been provided. 

We feel that it is no longer necessary to 
perform the lengthy calculations involved 
in obtaining the results, which these tables 
give directly. 

These tables are avail- 

able now at the price of $1 50 

Mail your order now 


Accounting Appliance Company 
1310 Milwaukee Avenue Chicago, Ill, 


ACCOUNTANTS?’ 
BRIEF CASE 


Snappy in Appearance 
Lasting in Quality 


C.P.A. ACCOUNTING 
Theory, Auditing and Problems 


é 
George Hiflis Newlove, Pi. D., C. P. A. 
(ifl.; N. C.) 
Dean, Washington School of Accountaney 


—Volume I1—149 C.P.A. prob- 
- lems, 1,504 C. P. A. theory and 
: auditing questions, and 16 
lectures — price 


Solutions to Volume I $2.75. 


II—115 C.P.A. prob- 
lemme 1,049 C.P.A. theory and 
itirte questions, and 16 

authenticated lectures — price 


“4 Solutions to Volume II $2. 75. 


—Voiume IlI—Solutions._to 
-Volumes,I and bound, uni- 
formly therewith in stamped 
post-binder—price ($5.00. 


—Compiete éét, 6r Volume I 
with its selutions, -or-Velume — 
II with its pelutions. shipped... 


The White Press Company,. Inc. 


Departmental Bank Building, Washington, D. 


Workmanship and Material Guaranteed, .. 


to be of the Highest. 


Made of the best leather obtainable im: « 


5 


Genuine Seal, Walrus, Imported or Domestic 
Pig, and Hand Boarded Cow-Hide, al ae 


lined. 
Also Smooth Calf-finished | 


thickness, in Brown and Black Color. 


ivi 


Cases equipped with 
Extension Plate ‘om Yale Padlock 


“Extra Heavy 6 Gold Plated Lock 


cases 


16 x 11—4 Pockets 
17 x 


1914-16 Milwaukee Avenue 


We prefer you should buy from our dealers—If he does not carry the MasHeK Mane Casgs, 


303" Chicago, 


write us for quotations on your requirements. ¢ 
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Pay Less for Better Goods 


COLUMNAR ANALYSIS PADS 
LOWEST PRICES 


WILL GLADLY FURNISH SAMPLES 
MOST COMPLETE LINE MADE - ALL SIZES AND COLUMNS 


Price 
Size Per Pad 


2 Columns* 
3 Columns* 
4Columns* 
5 Columns* 
6 Columns* 
7 Columns 
10 Columns 
11 Columns* 
13 Columns* 
13 columns} 


PORTFOLIOS OF DISTINCTION 


CENTURY Portfolios are senor poe of distinction—known and 
iated for their excellence of ma superb workmanship 
efficient design. In the CENTURY ‘DE LUXE” 
31 Columns PORTFOLIO (Illustrated) you will find embodied all the 
25 Columns essentials of a practical Portfolio. Made of heavy English bridle 
‘ leather. Solid shawl straps and 
*With Name Space fWithout Name Space adjustable je. Three or four wide pockets, and small pockets 
5” x9”, with flap closed buttons, for memo books, 
ienintiie 50 Pads— 5% off pencils te. | Hand-made finished staple and hooks for pad- 
un rare off Strong suspending with key. 
100 Pads—10% 
Style and Size 4 ao 
507—17" x 11)” 


HANO-WEINKRANTZ CO., INC. ise 
133 MULBERRY ST., NEW YORK US ie Moe 
It Will Pay YOU to Remember US CENTURY LEATHER CRAFTS COMPANY 


Unless otherwise specified we ship C. O. D. 350 Broadway New York City 


14 Columns 
16 Columns 
18 Columns 
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| THE 1922 YEAR BOOK 


of the 
American Institute of Accountants 


Contains 
Report of Proceedings at Annual Meeting, September, 1922. 
List of Members and Associates. Reports of Officers and 
Committees. Constitution and By-Laws and Rules of Profes- 
sional Conduct. Personnel of all State Boards of Accountancy . 


This volume, substantially bound, will shortly be on 
sale at $1.65, delivered in the United States and Canada 


American Institute of Accountants 
135 Cedar Street New York 
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BACK NUMBERS WANTED 


The Journal of Accountancy, Incor- 
porated, is receiving a great many re- 
quests for numbers of The Journal of 
Accountancy which are out of print. 
The demand is for individual issues 
and also for complete volumes from 
the first issue onward. In almost every 
year there are some numbers which 
are difficult to obtain and are conse- 
quently in demand, 


For such numbers as are required, the 
publishers will be glad to pay a fair 
price. 


Readers having duplicate copies of 
old numbers of The Journal of Account- 
ancy are requested to communicate with 
the publishers, specifying the issues 
available, their condition and price 
wanted, 


We are in need of the following num- 
bers at the present time: 


March 1906 Vol. I 
May It 
June 
July “ 
January 1907 * Itt 
February « “ “ 
April “ “ “ 
May “ “« Iv 
July “« “« 
September “ “ “ 
November “ 
December “ “ 
January 1908 “ “ 
February 
April 
January 1900 Vil 
March “ 
December 1910 “ xI 
January 1911 “ 
January 1917 « XXIII 
February “ “« « 
September « XXIV 
October “ “ “ 
December « 
January 1919 xxvVvil 
July 
August “ nee “ 
February 1920 “ xxXIx 
January 1921 xXxXXI 
May “ 
January 1922 “© XXXIII 


Communicate with us before sending 
magazines, as we can only use a limited 
number. 


THE JOURNAL OF ACCOUNTANCY 


(INCORPORATED) 


135 CEDAR STREET New York, N. Y. 


ODAY, his work 
speeds forward and 
there is contentment in his 
face. For early this morn- 
ing, this very busy account- 
ant sent out for a Dixon’s 


Eldorado! 


PENCILS 


SAMPLE OFFER 
Write for full-length free sam- 
ples of “The master drawing 


ored 
position of supremacy as 
Dixon's Eldorado. 


JOSEPH DIXON CRUCIBLE CO. 
Pencu Derr. 117-J, Jersey Crry, N. J. 


Canadian Distributors: 
A. R. MacDougall & Co., Ltd., Toronto 
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DUTIES OF THE JUNIOR 
ACCOUNTANT 


BY W. B. REYNOLDS AND F. W. THORNTON 
7 « 5 inches; 107 pages. 


PUBLISHED UNDER [HE ENDOWMENT FUND 
OF THE AMERICAN INSTITUTE OF ACCOUNTANTS 


Now obtainable in 
FLEXIBLE BINDING 


This work tells what is expected of 
the beginner and of the more expe- 
rienced junior accountant. It is an 
aid to learning what to do and how 
to do it. 


A fund of advice and suggestion is 
afforded the reader on: 


Keeping auditor’s records. 

Beginning work on assignments. 

Verification of bank balances, cash 
on hand, etc. 

Checking footings. 

Vouching entries. 

Checking accounts carried in n foreign 
curreficy. 

Verification of securities. 

Taking trial balances. 

Vouching capital assets and addi- 
tions thereto. 

Liabilities not taken up. 

Exhibits. 

Conduct in clients’ offices. 

Utilizing waiting time. 

Care of papers. 

Care of clients’ books and records. 

Matter to be included in reports. 


First published in book form in Feb- 
ruary, 1918, this book’s popularity 
has been consistently maintained. It 
is now in the fourth printing. 


For the convenience of those who wish to carry 
the volume about with them, a limited number has 
been bound in flexible leather. 


fIn genuine leather ... . $150 
Price In imitation leather .... 1,26 
In cloth board binding... -1.00 


THE AMERICAN. INSTITUTE OF .< 


AGCOUNTANTS > 
135 CEDAR STREET New York 


THE JOURNAL OF ACCOUNTANCY 


INTRODUCTION TO 
ACTUARIAL SCIENCE 


By H. A. FINNEY 


Published under the Endowment Fund of the 
American Institule of Accountants 


A WORK that every accountant and 
student of accountancy should possess 
and study. 


BECAUSE of the desire of many ac- 
countants and students for informa- 
tion on this subject, Mr. Finney, edi- 
tor of the Student’s Department of 
Tue JourNnAL or AccountANcyY, has 
written this book consisting of 101 
pages, 5x7 inches, printed in large 
type and bound in cloth. 


THE TEXT of “Introduction to 
Actuarial Science” consists of articles 
which appeared in Tae JoURNAL 
of AccounTANCY and solutions of all 
problems in actuarial science con- 
tained in the examinations of the 
American Institute of Accountants up 
to and including May, 1920. 


INTEREST, single investments, an- 
nuities, leasehold premiums, bonds 
and depreciation are discussed in a 
clear and concise manner. 


THIS WORK should appeal not only 
to the accountant but to many busi- 
ness men. 


Price $1.50 delivered in the 
United States of America © 


AMERICAN INSTITUTE OF 
ACCOUNTANTS 


135 Cedar Street 
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Copyright 1922 by Income Tax-Index Service, Inc. 


subject. 
IN ONE PLACE only. 


Treasury Department. 


9-15 Clinton Street 


INCOME TAX INDEX SERVICE, Inc., 
9-15 Clinton St., Newark, N. J. 


THE AJAX EYELET FASTENER 
Binds and Inserts Ajax Eyelets 
in Paper, Cardboard, Leather 
or cloth. 
It Saves Time by 
Punching the Hole, 
; Feeding the Eyelet 
and Clinching it in 


ration. 
Drop the~Eyelets into 
the M ine and 
right ahead. Order 
from your stationer or 
direct 


“Write for our 
catalogue of office tools 
MACHINE APPLIANCE 


FEDERAL 
INCOME TAX INDEX 


An INDEX to Federal Income Taxes, showing under each subject the references 
to every Court Case, Law, Regulation and Department Ruling, affecting that particular 
Subjects are ALPHABETICALLY arranged—like a dictionary. You look 
Official Government matter only. 


Indispensable to Accountants, Lawyers, Bankers, Corporations, Business men and 
tax investigators, especially for drawing up BRIEFS on cases pending before the 


SIX other important, valuable, features. For further information use slip below. 
INCOME TAX INDEX SERVICE, Inc. 


Send me, without obligation on my part, full information relative to I. T. L 


Newark, N. J. 


A Check that Informs 
Once a user— 
always a user 


Patented—Improved 
Single pen with set of type . . 
Lotsofomedozen ...... 
Special price to dealers 
Sent prepaid upon receipt of price 
Chas. G. Harris Ticking Pen Co, 


916 Inter-Southern Building LOUISVILLE, KY. 


$1.00 
9.00 


Copy for classified 


Classified Advertisements 


advertising must be in hand at the office of the Journal of Accountancy 
preceding month of publication. Rates are $9 per inch or fraction for one insertion; $7 per inch or fraction each additional insertion 


previous to the tweritieth day of thé méath 


HELP WANTED 


SITUATIONS WANTED 


tf Wanted: Senior Accountants 
capable of conducting audits and installing systems and 
writing full and complete reports without supervision. 
S..G, Gardner & Co., Raleigh, N. C. 


anted in experience to take char 


branch office business. Scott, Charnley & 
fied Public Accountants, Charlotte, N. C. 


and devel 
pany, Certi- 


Certified Public Accountants’ fully qualified © 


_ Cost and General Accountant 


Desires position with public accountants or manufacturi 
concern, Fourteen years practical experience, and = vad 
accounting education. amiliar with production “an 

stores departments; Public accounting experience ;in, cost 
and. system work in varied lines, Successful, and diplo- 
matic in handling difficult situations. Very complete 
accounting library. Age 35. Any lecation. Box 386;* 
care of The Journalof Accouritancy, Incorporated: 
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HELP WANTED 


Auditor Wanted 


Large Industrial Concern has an opening for a high 
grade man, 28 to 30 years of age, on its general account- 
ing staff. 


Successful applicant must be competent to do important 
analytical and research work with a minimum of super- 
vision. 

College or Accounting school graduate with experience 
as executive or assistant executive in small organiza- 
tion preferred. 


Make application in detail, giving name of present em- 
ployer and present salary, which will be considered 
strictly confidential. 

Box 387, care of The Journal of Accountancy, Incor- 
porated. 


4 A large public account- 
in several offices for experienced senior accountants with 
the right personal and professional qualifications, prefer- 
ably members or associates of the American Institute of 
Accountants or C. P. A.’s in some State where that degree 
has recognized standing. A combination of strong indus- 
trial accounting experience and some public practice will 
be given serious consideration. 


In reply state age, education, whether married or 
single, and complete chronological outline of business and 
professional experience. Describe in some detail responsi- 
bilities in present position, salary received and expected, 
and when free for new connection. 

Replies will be received in confidence and no inquiries 
made of present employers without express permission. 


Box 390, care of The Journal of Accountancy, Incorpor- 
ated. 


> Firm of accountants 
Managing Accountant of scoustancs 
qualified accountant, thoroughly experienced and capable 
of supervising audit engagements and investigations, and 
with facility in report writing. State age, nationality, 
experience, etc. Box 389, care of The Journal of Ac- 
eountancy, Incorporated. 


W. t by a fast growing Public Accountancy firm 
an in Middle West, two certified men holding 
Michigan certificates or certificates issued by States recog- 
nized by Michigan. Permanent place with chance to be- 
come interested in the business. Box 383, care of The 
Journal ef Accountancy, Incorporated. 
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SITUATIONS WANTED 


Certified Public Accountant 


MEMBER AMERICAN INSTITUTE—UNIVERSITY 
TRAINED Law Degree—ENERGETIC—CAPABLE— 
BROAD EXPERIENCE, including General Commercial, 
Public Service and Municipal Auditing, Preparation of 
INCOME TAX RETURNS and Practice before the 
TREASURY DEPARTMENT—Age 30—Present revente 
$400 per month. 


Am seeking a connection with established business and 
high class men with reputation for achievement and sery- 
ice. Only sound business propositi will be entertained, 
Prefer entering practice with a view'tO becoming a part- 
ner or to taking over business ‘of accountant wishing to 
retire. Will consider contract for a year on salary while 
becoming familiar with local conditions and the worth of 
the proposition. 


Give business references and banking connection. Box 
391, care of The Journal of Accountancy, Incorporated, 


Young man, single, with over 
Cost Accountant six years experience in indus- 
trial accounting and production work, desires permanent 
connections with progressive concern. Can take complete 
charge. Prefer lake city. Box 388, care of The Jour- 
nal of Accountancy, Incorporated. 


Accountant - Senior 


City C. P. A. Willing to travel. Salary $50.00. Avail- 
able January Ist. Arrange New York Interview. Box 


385, care of The Journal of Accountancy, Incorporated. E 


Accountant and private accounting desires per- 


manent connection with progressive concern as credit or 
office manager. Qualified by training and experience 
to assume full charge. Satisfactory results assured— 
efficiently as well as economically. Location immaterial. 
36 years, married. Protestant. Salary desired, $3500.00. 


Rox 382, care of The Journal of Accountancy, Incorpo- 


rated, 


Cost Accountant or Office Menage 


Experienced, reliable and can get results. References. 


Can take charge November fifteenth. Box 381, care of 


The Journal of Accountancy, Incorporated. 


*,? 
P osition Want Accountant of 4 years expe- 


rience, familiar with preparation of Income Tax Returns. 


Box 392, care of The Journal of Accountancy, Incorpo- 


rated. 
MISCELLANEOUS 
By C. P. A. firm in Cleveland. 
Accountant Prefer a C. P. A. with some clien- 


tele in that vicinity. Excellent opportunity. Proposal 
to purchase or combine practices will be entertained. 
All communications confidential. Box 384, care of The 
Journal of Accountancy, Incorporated. 


Analysis Paper PRICES REDUCED® 


Quotations and samples on application 
THE HENRY O. SHEPARD COMPANY 
632 Sherman Street Chicago, Tilinois 


with 18 years experience in public 


by thoroughly qualified Senior § 
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How Can You Best Determine the 
Value of an Accountancy Training?” 


Right now, in whatever work you are caged, you are judged 
by the results you produce. You aim to Become am executive 
accountant ora P. A., and you accountancy training 
to aid you in reaching your goal. You'sheuld investigate because? 
you are entitled to know the results the. 
in which you are interested. 


Consider Vannais Training, for tt by... 
the resident method. Despite the great” mvriber of requests 
by resident educational institutions the countty, 
Vannais has never permitted, id use Ob its plan of instrue 
tion. The 


Vannais Training is arranged for. 
study, and by that method it has achieved i, a of 120 
C. P. A’s since November, 1918. 


Among these C, P. are men who took trainiag at 
some of the large American universities, and schools of account- 
ing. AllLof them subscribe:to the belie, of one of their number, 
who took “about every other course @& the market:” 


“The Surest Way to a C. P..A, is Vanmais.” 


You can best determine the value of Vannais Training by per- A 
sonal investigation. of its resulfg. We shall furnish you with the | 
narnes and addresses of the 120 €. P. A.’s referred to above, and | 4 
you can learn fromthem how Vannais Training Gas made its 

record by correspondence study exclusively, (Just write and ask = 
for your copy of “Applied Accountancy" ll get the 


Please submit a brief of your 
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VANNATS ~ San Francisco. 
nquiry to Hartford Office, “A” 


“he 
teaching of Pace Institute 
develops latent abilities 


it lays the foundation fOT 


jvancement in Business and in profes- 
sional Accountancy practice, 


The teaching methods are the same tm ail four 
schocis—Pace Institute, New York, Washington, 
Roston. and Newark. Resident Evening classes in 
Accountancy and Business Administration forming con- 
stantly in these schools. A mew Day Class will be organized at 
Dace Institute, New York, early in January. Writetor descrip- 
tive booklet, either Day or Evening. 


Extension Stady—One Month's Trial $7 


mace Institute also teaches by Extension through ti mails, You may try 
the Extension Course for one month opon paymiem of $7-~you do not 
obligate yourself in any way. to continae. Write to-day for details of this'$7 


trial offer. Aske, too, for the helpful booklet, “Your Valoe.” 


Pace & Pace 
20 Chureh Street, New York City 


715 C. St., N. W. Tremont Temple 24 William St. 
Washington, D. C. Boston, Mags. Newark, N. J. 
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